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9) WOWZORLA : Editorial 


Bank on a massive campaign 


by DAPHNE LAWLESS 


Socialist Worker’s publications 


“What is a worse crime — robbing a bank, or owning one?” So asked 

I S) Bertolt Brecht, the radical German playwright, back in the 1930s. At 

U N ITY jou rnal ? ° ut q uarterly a time when the world seems to be headiie fap a crisis at least as bad 
as that of the 1930s, Brecht’s words have never been truer. 

Socialist Worker New Zealand believes that now is the time to 

battle bad banks. In fact, it’s been that time for perhaps a year now. 


Q 


UNITY, Aotearoa’s premier Marxist 
journal, is issued each quarter (March, June, 


September, December). S) The first sign of the global economic slump we are in was the collapse 
in the US housing market, with tens of thousands of working and poor 
The cover price is $5. A postal subscription Americans suddenly finding out that those loans on easy terms that 
at : . G seemed “too good to be true” actually were. Tent cities are springing 

inside New Zealand is $25 a year (four issues). : : ; a “Hae”? 
oe : SJ up in the United States — a grim reminder of the “Hoovervilles” of 

A fastpost offshore subscription is $NZ40 y, the 1930s. 

anywhere in the world. We predicted at the time that a similar wave of mortgage diffi- 
culties would hit New Zealand about a year later, and it looks to be 
Any subscription queries or problems, contact & coming true. Suddenly, it’s just common sense that there is something 


UNITY manager Len Parker, organiser@ a Mees system. For ages we were told that our Bue 

- g banks were safe as houses, because they hadn’t 

sworker.pl.net or +64 9 634 3984 or Box 13- gone nuts with lending like the Americans or the Icelanders. But now 

685 Auckland. G that the economic slump is starting to hit, jobs are disappearing and 

working people’s budgets are getting tighter, people are suddenly 

taking a look at the Australian banks and questioning exactly what 
UN ITYblog nz.com they think they’re doing. 

A After the Rogernomics years, about the only tool our government 

has left to try to pep up a flagging economy is to cut interest rates. 


) 


es , i ‘ 
Socialist Worker's official blog brings the S) New Zealanders have a far stronger tradition of owning their own 
latest in news, comment and analysis, in homes than many other countries — getting a mortgage is something of 
New Zealand and around the world, to your a rite of passage. So low interest rates are a relief to the vast majority 
computer screen. 2 of working families. 
a But something strange is happening. The Reserve Bank is cutting 
S 


the official cash rate — but the mortgage rates paid by working people 
are not falling. Why are the Australian-owned trading banks insist- 
Gor RUG OI GaI WIC ing on such an increasingly high profit margin over the money they 
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create? Even the mainstream politicians want to know this. Labour, 
Green and other opposition MPs are collaborating on an informal 
public inquiry into the banks, after the National government refused 
to endorse such a move. 

We include in this issue excellent articles from Green MPs Cath- 
erine Delahunty and Kevin Hague, and from CTU economist Bill 
Rosenberg, which put the finger squarely on the issue — it’s just com- 
mon sense these days that banks are a problem. Another question that 
might be raised is — why do they seem to think they have a god-given 
right not to pay their taxes? 

From 1998 to 2005, the trading banks underpaid their taxes by $2.25 
billion. Imagine how many hospital beds or university courses that 
could fund. The BNZ alone has been found liable for $416 million in 
back taxes. Given all of this, ordinary people are certainly beginning 
to wake up and realise that the banking system is creaming it big-time, 
while at the same time claiming the right to close down enterprises 
and foreclose on family homes. And let’s not even get started on the 
death-by-a-thousand-cuts of bank fees. 

Socialist Worker New Zealand supports the inquiry into the banks 
100%. But all history shows that initiatives from the top never get 
anywhere unless backed by mass pressure from below. That’s where 
our Bad Banks campaign comes in. 

Vaughan Gunson, national chair of Socialist Worker, sets the 
scene in his two articles in this issue. In the first, Vaughan explains 
the outline of the Bad Banks campaign to come. The first phase will 
be a mass education campaign. Bad Banks campaigners will be on 
the streets of New Zealand’s cities and towns, handing out leaflets 
and other publications which explain what is actually wrong with the 
banking system, and how it can be fixed. From that, we will inevitably 
move into defence of working people whose houses or jobs have 
been destroyed because of the greed of the banks. And in all this 
— crucially — we will continually reiterate that the problem isn’t just 
the greed of the banks alone. It’s a rottenness in the entire economic 
and political system. 

In Vaughan’s second article, from the notes for the excellent talk 
he gave at our Marxism Alive forum in June of this year, he puts the 
question of the banks clearly in the context of the global financial 
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The first Bad Banks siall - Queen Street, Auckland, 29 August 2009 
crisis. We also include a good article from Australian socialist Anthony 
Main on this issue. 

It’s worth repeating that this is a global issue. The government 
of Iceland was overthrown after their banking system came close 
to bankrupting the whole country. In the subsequent election, the 
Left-Green party went from 8% in the polls to 22% in the election 
and are now in Government. We include extensive coverage of the 
fallout from Iceland’s banking blowout in this issue because it shows 
just how quickly and thoroughly the political landscape can change 
when popular anger overflows towards the powerful. 

With the Icelandic parliament just having agreed to pay European 
countries 6% of its GDP for the next fifteen years as compensation 
for the banking collapse, popular anger in Iceland isn’t going away 
any time soon. At the same time, a popular movement in Mexico 
is threatening the banking system there. Leftists around the world 
should watch and learn. 

The articles from Britain and the United States in this issue give 
further context to exactly what is the problem with the global financial 
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system — it’s not just “greedy Aussie banks” in this country. In fact, 
those Aussie banks are screwing over their own country almost as 
much as ours, as the article from Peter Robson relates. 

But the analytical articles also put the finger on what we really need 
at the moment — a specifically Marxist analysis of the financial crisis, 
and the true role of the banking and monetary system in a modern 
capitalist economy. Socialists are hardly the only people angry at the 
banking system. Many more traditional conservatives are shocked at 
the modern primacy of speculative capital over productive capital. 

People like these — especially in America, where “socialist” is the 
worst swear-word imaginable — know full well that the banks are a 
problem, but don’t see that the real problem is deep within the system 
itself. Many, for example, are persuaded that “debt-based” or “fiat” 
money systems are the problem — that if we could return to the gold 
standard, or adopt some other form of money, capitalism would no 
longer be exploitative or ruinous. In fact, it’s the very vampiric need 
of capitalism for more and more growth which requires a debt-based 
money system. The gold standard was rejected by capitalist countries 
precisely because it put limits on growth. 

Catherine Delahunty and Kevin Hague’s excellent article seems 
somewhat influenced by these ideas. Catherine and Kevin hold up 
“local currency” schemes, like “timebanks”, as a possible alternative 
to the current system. But, as any attempt to go “around” the capital- 
ist state or capitalist economy finds, it is simply not possible to do so 
for long. “Green dollar” systems that sprouted up all over the coun- 
try during the 1990s recession were sabotaged by WINZ and other 
government agencies refusing to accept that the parallel economy of 
“green dollars” was not theirs to regulate or tax. We hope to explore 
the history and future of “green dollars” and other local coupon cur- 
rencies in future issues. 

Capitalism and non-capitalist systems cannot co-exist for any 
length of time — unless the non-capitalist systems are backed up by 
serious social forces. For example, the new Communal Banking sys- 
tem in Venezuela, backed up by not only state power but by the mass 
movement behind President Hugo Chavez, has a fighting chance of 
survival. 

But if we believe that the banking system is the whole problem, we 
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lay ourselves open to the influence of a particularly nasty narrative. 
That’s the idea that the finance system is a deliberate “con job” — that 
there are “shadowy forces”, secretly manipulating and exploiting the 
economy and government for their own ends. This kind of conspiracy 
theory is very popular among American radicals. Couple this with the 
belief by some that America acts as the tool of Israel’s policy — rather 
than, as all logic would have it, the other way around — and you have 
the ingredients for a very nasty political cocktail indeed. 

We must remember that revolutionary Marxism wasn’t the big 
winner from the turmoil caused by the last depression — it was fascism. 
The mobs bellowing lies and conspiracy theory that have sprung up 
to oppose Barack Obama’s very moderate healthcare reforms in the 
United States show the possible future if we don’t grasp firmly and 
clearly what the real problem is in the world system. 

Marxists — like Bellamy and Magdoff, in their excellent article 
in the last UNITY — have clearly pointed out that the real problem 
is the stagnation of the real economy, which is caused by a crisis of 
accumulation of the kind clearly predicted by Karl Marx over a hun- 
dred years ago. Add this to the increasing squeeze on resources as 
planet Earth comes to the limits of its ability to tolerate exponential 
capitalist growth, and you’ve got the makings of the biggest crisis of 
the modern era. 

Banks aren’t the root cause of the current crisis. But, as Stefan 
Steinberg convincingly argues, they are exploiting it to the full, at- 
tempting to continue to make massive profits as working people slide 
into misery and destitution. They are a visible reminder of everything 
that’s wrong with the capitalist system. Socialist Worker’s ongoing 
Bad Banks campaign will use the obvious greed, arrogance and so- 
ciopathy of the banks as an entry point for giving people easy access 
to the ideas they need to make sense of what’s going wrong with the 
system, and what might be done about it. 

Future issues of UNITY will continue to promote the Bad Banks 
campaign. Next, we intend to concentrate on exactly what concrete 
alternatives there are to the current banking and monetary system 
— and how we can get there from here. We also want to look on the 
crucial role that bank employees can play in our struggle — the other 
group of people who are massively exploited by the bankers’ greed. 
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Why we need to battle 
the banks 


by VAUGHAN GUNSON 


The recession is taking grip in New Zealand. People are losing their 
jobs. In some communities, unemployment is already turning into a 
social crisis. 

138,000 people are officially unemployed. Thousands more will 
be desperately looking for work. And the situation is going to get 
grimmer as the economy slumps further. 

Job losses and income cuts are putting many homeowners in a ter- 
rible situation. They can’t meet their mortgage payments. The banks 
are knocking at the door. 

And with property values falling some people are left owing more 
money to the banks than their home is worth. They face financial 
ruin. 

For grassroots people, this is all very frightening and unfair. 


Grassroots mood against the banks 


Jobs and homes are gut issues for people. Rising concern about these 
gut issues is intersecting with a mass mood against the banks. 

Last year, RAM activists took a survey out on to the streets, which 
questioned people about the operations of the banks in this country. 
Over 90% of people thought the banks were doing no good. 

That sentiment has probably hardened. It can be picked up in 
everyday conversations. It’s reflected in the stories being carried in 
the media. 

You know there’s a mass mood on an issue in New Zealand when 
two things happen. The first is when it becomes a storyline on Short- 
land Street. Scotty and Shanti are in trouble with the bank, owing 
more than their house is worth. 

The second indicator of a mass mood is when you start hearing 
calls for a public enquiry. 

This is what the Green, Labour and Progressive parties have 
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been voicing. They want an independent public enquiry into the 
banks. They’ve sensed the mood and the political opportunities that 
it presents. 


Not right 


In the eyes of ordinary people, it’s not right that in these times of 
increasing hardship the banks are continuing their profit run. 

The Big Four Australian-owned banks, ANZ National Bank, BNZ, 
Westpac and ASB, control 90% of the banking industry in New Zea- 
land, putting them in a near-monopoly position. 

With so much market control, there’s no pressure to lower inter- 
est rates. In 2008, the income the Big Four banks received from loan 
interest went up a whopping $4.6 million. 

As a result the profits of these Aussie-owned banks totalled over 
$3 billion in 2008, up 3.7% on the year before. 

To add fuel to the fire, the Big Four are trying to avoid paying a 
tax bill of $2.25 billion. BNZ has been convicted by the High Court 
and told to pay up. Undaunted, the banks are using their extreme 
wealth to hire teams of lawyers to fight the ruling. 

The feelings people have towards the banks have been heading 
south for sometime. This was before the banks started throwing people 
out of their homes. 

To maintain their own equity position, the banks are getting tough 
and forcing mortgage sales in rapidly increasing numbers. In April 
this year, there were 250 foreclosures. The numbers are only going 
to escalate as mortgage pressures worsen with further waves of job 
losses. 

The banks are the bad guys. They could become public enemy 
number one. 


A Bad Banks campaign 


In isolation, working people have no power against the banks 
and the laws written to protect the money men. But mass feelings 
are strong. 

It is the job of socialists to tap into those mass feelings. That’s why 


12 





Socialist Worker is launching a “Bad Banks” campaign. 

We believe the Aussie banks are vulnerable to a broad and in- 
clusive campaign that connects with the anger ordinary people feel 
towards these mega-rich interest gougers. 

A campaign to expose and shame the banks must be out on 
the streets. We'll produce mass leaflets and posters. There will be 
street stalls. We can build towards publicity pickets outside targeted 
banks. 

We will organise public meetings, send out media releases, and 
write submissions. We will liase with others on the left about organis- 
ing jointly hosted campaign conventions. 

The campaign will have a web presence (www.badbanks.co.nz). 
A Bad Banks Facebook group is up and running (log into Facebook 
and search for “Bad Banks”). 

We will pursue multiple publicity strands that aim to connect with 
a mass audience. 

The first stage of the campaign will be educative. We’ll tell people 
what the banks are up to. We’ll even explain in popular language 
“fractional reserve lending”, the credit creation mechanism which 
allows the banks to make money out of thin air. 

Our leaflets and other publicity will connect the operations of the 
banks to the Great Implosion. Explaining what’s happening globally 
and pointing the finger at who’s responsible. Knowledge, as they say, 
is the first step to empowerment. 

As the Bad Banks campaign evolves we begin to put forward 
concrete demands and campaign goals. These will emerge through 
dialogue with other leftists and through listening to grassroots people 
themselves. 


Broad left cooperation 


A multi-headed campaign against the banks has the potential to 
bring networks of indebted homeowners, political parties, unions, 
community groups and activists together. 

The campaign on the streets should work in tandem with the good 
initiative of the Green, Labour and Progressive parties to set up their 
own independent public enquiry into the banks. Parliamentary and 
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street campaigning can both work to build a movement. Linking these 
two essential political arenas will get the best out of each. 

The Bad Banks campaign (or some other campaign name that 
emerges through discussions with others) could become an invigorat- 
ing example of broad left political cooperation in practice. This would 
be extremely positive. 

Joint work, sharing of ideas and on-the-ground collective organisa- 
tion around this “flashpoint” political issue will hopefully encourage a 
further coming together of broad left forces. Such political cooperation 
is needed if the left is to rise to the challenge of the biggest economic 
meltdown since the Great Depression of the 1930s. 


Banks and the “bubble economy” 


The role the banks and international money men have played in the 
Great Implosion needs to be widely exposed. The banks are at the 
centre of the “bubble economy” built on trillions of dollars of debt 
and speculation. 

The floundering of the real economy since the 1970s has seen 
workers, business and the state increasingly reliant on the extension 
of credit. 

Over the last four decades debt has ballooned. This has allowed 
the banks and other money lenders, facilitated by governments, to 
assume a dynamic role within late capitalism. 

So entwined are industry giants, big banks and governments, that 
when the credit crunch hit last year, following the bursting of the 
worldwide housing bubble, the leaders of the world’s big economies 
raced to save the banks. 

In January this year, Oxfam calculated that $8.424 trillion had 
so far been raised by governments to bailout the banks and other 
financial institutions. That’s a vast sum, one which could easily put 
an end to world poverty. 

And the bailouts haven’t stopped. In the US alone, the Obama 
administration’s bailout commitments could reach as high as $23.7 
trillion, according to an official independent report. 

However, the bailouts have not prevented the economy from nose- 
diving, far from it. There’s a global pandemic of job losses and other 
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social miseries. Smaller banks 
and other financial institutions 
continue to go under. 

Yet some of the big banks, 
like Goldman Sachs, one of the 
main players behind the hous- 
ing bubble, are now posting 
record profits. With trillions and 
trillions of government money 
floating around, these experts 
at financial manipulation are 
creaming it. 

Helped by government in- 
siders, the really big banks are 
now set on dominating like 
never before the creation of 
credit, the fragile base upon 


which the world economy rests. 

The banks left standing are profiting out of lending to cash- 
strapped governments at high interest rates. They’re speculating 
again in financial markets. It’s “win-win” for them and “lose-lose” 
for the rest of us. 


Given all the social and environmental problems besetting the 
world, the bailout of bankers is a crime against humanity of obscene 
proportions. 


Debating the nature of capitalism 


A system that can divert trillions of dollars to a mega-rich minority 
and let the majority fend for themselves in an increasingly scary world 
is an unjust one. 

Without a doubt the global economic crisis, and the response by 
governments, is eroding the legitimacy of the market. And it’s hap- 
pening in the so called “first world” economies of Northern America 
and Europe. That’s significant. 

A broad campaign against the banks in this country will, if success- 
ful, begin to expose the structures of power within monopoly finance 
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capitalism that locks in place gross inequalities globally. 

A mass-based campaign against Bad Banks has the potential to 
stimulate a nationwide debate about the nature of capitalism and 
the need for a human centred economy. Socialists and leftists from a 
number of political traditions will want to see this happen. 


Lots to learn, lots to get excited about 


The Bad Banks campaign that Socialist Worker is initiating will be 
a long term one. We will be trying things out as we search, hopefully 
alongside other activists, for a connection with a mass audience. 

There’s lots to learn about the operations of the banks in this 
country and internationally, and how to connect their operations to 
a system in crisis. It’s going to be a big learning curve for everyone 
involved. 

While the Bad Banks campaign is only just hitting the streets, and 
yet to be fully tested in practice, we do know there’s great resentment 
towards the banks amongst ordinary Kiwis. We should have confidence 
that this path will bear fruit for the left in this country. That prospect 
should be an exciting one. 


Vaughan Gunson is the publicity coordinator for the Bad Banks campaign. 


Follow the Bad Banks 
campaign online! 


http://www.badbanks.co.nz 


Feeback or offers to help to Vaughan. 


svpI@ihug.co.nz 
021 0415 082 








The banks and the Great 
Implosion 


by VAUGHAN GUNSON 


Notes from a talk to the Marxism Alive forum, Auckland, 26 June 2009 


1. What is happening? 


The housing bubble has burst globally. A wave of mortgage defaults 
in the US has led to the subprime lending scam unravelling, expos- 
ing further trillions of dollars of bad debt on the books of banks and 
other big lenders; resulting in a credit crunch. 

It’s being claimed that 40% of the world’s capital has been de- 
stroyed. This financial crisis has flowed through to impact on the real 
economy. 

World trade is collapsing at a rate faster than during the Great 
Depression. Container ships are floating empty. Exports for many of 
the Asian “tiger” economies are down 20 to 30% on last year. 

Demand for primary commodities is falling globally, both in vol- 
ume and price. This will have a massive impact on NZ’s highly indebted 
agriculture sector, which will flow on to the rest of the economy. 

Housing and commercial property development has ground to a 
halt. House prices have fallen 30% in some countries over the last 18 
months. In the last year they’ve fallen 6.8% in New Zealand. It’s likely 
that, as the global recession really starts to bite here, house prices will 
fall further, resulting in many more home owners being plunged into 
negative equity and being forced to foreclose. 

Globally, unemployment is on the rise. Forecasts for unemploy- 
ment in NZ are 7% and rising. People are reducing their spending, 
trying to pay off debt or save for an uncertain future. For most grass- 
roots people, after years of declining real wages and living off credit, 
this is going to immeasurably difficult. The economy will continue 
to contract as the impact of this spending decline spreads through 
national economies and the global economy. 

The powerhouse German economy is predicted to shrink by 
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6% this year. The International Monetary Fund (IMF) is predict- 
ing that global output will by 1.3%, the first time there’s been a fall 
since 1945. Ireland, Thailand, China, Switzerland, Spain, the US, 
Singapore, Taiwan, Belgium, Japan and Sweden are all experiencing 
deflation. 

Across the world there have been strikes and mass demonstrations 
in response to measures taken by corporations and government. 


2. What are governments, financial institutions and big 
corporates doing about it? 


Getting credit flowing again 


Governments and financial institutions are flooding the financial sec- 
tor with trillions of dollars, in an attempt to get credit flowing again. 
This is what the US is doing, but the impact is going to be limited. 
Immediately prior to the credit crunch less than a third of outstand- 
ing loans in the US were made by banks, while another $17 trillion 
was coming from other sources, bond markets, and what was called 
the new “shadow lenders”. 

Anyone who wanted to become a lender could do so, in a deregu- 
lated system with money floating around all over the place. These 
“shadow lenders” had also bought packages of debt off the banks, 
often the most at risk, like mortgages to America’s poor. 

The “shadow lenders” have been wiped out, and the banks, through 
government bailouts, are re-establishing their control of the finance 
sector. But the amount of credit available is far less than previously, 
even with the trillions being thrown at it. This is strangling industries 
operating in the real economy. These industries are reliant on credit 
to keep going, and now need it more than ever or they go under. 

Another barrier to getting the credit flowing is that the banks 
are now more reluctant to lend in the current environment. They’re 
tightening up, hoarding what real money they can, in an attempt to 
shore up their balance sheets. And globally the bigger banks are also 
looking at what gains they can make through buying up weaker banks, 
consolidating monopoly financial power. 
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Deflation, inflation or hyper-inflation 


This shortage of credit is fuelling the biggest fear of world’s ruing 
elite: debt deflation gripping the global economy. As Foster and 
Magdoff put it: 


Prices fall as debtors sell assets to pay their debts, and 
as prices fall the remaining debts must be repaid in dol- 
lars more valuable than the ones borrowed, causing more 
defaults, leading to yet lower prices, and thus a deflation- 
ary spiral. 


What the ruling elite would like to see is single digit infla- 
tion, which will make debt smaller. But the trend is towards 
deflation as the real economy nosedives. So there are 
continued attempts to flood the system with money. Some 
argue this risks the reverse scenario — hyper-inflation. 


So there are massive deflationary pressures, but also inflationary 
pressures coming from the actions of governments. How this plays 
out globally and within each country remains to be seen. 

With unemployment on the rise and business looking to cut wages 
none of the possible scenarios — deflation, inflation or hyper-inflation 
— are going to help grassroots people. 


Stimulus packages 


We were hearing a lot about “stimulus packages” for a while, but less 
now. The economist Keynes predicted that during a major slump in the 
economy, which leads to a spiralling downward decline of spending, 
the government should make up for this economic activity through 
direct government spending. 

This can have an effect. But a lot depends on where you are in 
the global economic pecking order, because there’s a contradiction 
here — these “stimulus packages” need to source their money from 
somewhere. 

The first problem is that government revenue from taxation is 
declining with the economy. So there’s pressure on governments 
— particularly mid and small sized economies — for fiscal restraint. So 
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in the case of New Zealand, the National government is constrained 
in how much “stimulus spending” it can engage in when government 
revenue is in free fall. And getting loans in the current environment is 
difficult for a small country. Interest rates are high. And if government 
debt balloons out the cost of servicing debt will go up as the credit 
rating agencies play their part. Hence the National government’s first 
budget was pretty much written by Standard & Poors. 


3. Why is it happening? 


The “solutions” being put in place by the state-finance nexus is based 
on the idea — at this stage at least — that: 


1) wecan get the global economy up and going like it was before; 
and 


2) the “kings of finance” — a smaller, consolidated and richer 
bunch of them - can increase their control of the global 
economy. Where there’s crisis there’s opportunity. 


But this is to remain on the surface of things. Many economists, includ- 
ing those totally committed to capitalism, are opening their eyes to 
deeper structural problems: “It’s the real economy, stupid!” 


Stagflation of the real economy 


Two American socialists, John Bellamy Foster and Fred Magdoff, 
have written an excellent article that has been republished in the 
last UNITY journal, titled ‘Financial implosion and stagnation: Back 
to the real economy’. They trace the current financial crisis back to 
the post-second world war period when the current financial system 
— with the USA at its centre — was established. The crisis is not some 
temporary blip in the history of capitalism, that can be sorted out 
and the global economy will be back to normal. Rather, the extreme 
financialization of the system is the result of decades of stagflation 
of the real economy — the declining profitability and under-capacity 
of global industrial production. 

Foster and Magdoff say: 


Our argument in a nutshell is that both the financial explo- 
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sion in recent decades and the financial implosion now 
taking place are to be explained mainly in reference to 
stagnation tendencies within the underlying economy. 


Production only takes place under capitalism if money investments 
can be turned into an increased amount of money through the pro- 
duction process and the sale of commodities produced. Since the 
1970s there’s been a struggle to re-direct profits back into profitable 
investment in the real economy. Over-production has seen profit rates 
via direct investment in industry decline. 

Reducing labour costs is one way to improve profits. This has been 
done through busting the power of organised labour, encouraging im- 
migration of people from the countryside or less-developed countries, 
and uplifting industry to cheap labour zones in Asia. But if everyone 
does this, it reduces what money workers as a class have to spend on 
goods and services, creating a further drag on the overall economy 
and a downward pull on profits, requiring even more extreme com- 
pensatory measures. 


Over-capacity 


The World Bank has just released figures that capacity utilization by 
industry is running at an historical low of 50-60%. 

But capacity prior to the financial implosion was already low, 
around 70-80%. This is the crux of the problem for late capitalism: 
how to keep expanding the pool of commodities in the market, to sell 
them to someone to return a profit. 

The problem with the system, as Marx understood, was the ten- 
dency towards major periodic crises as a result of over-production, 
particularly severe when combined with the general impoverishment 
of the majority of the world’s population, as we have today. This is the 
inevitable result of individual capitalists looking to cut labour costs, 
and then becoming generalised since the late 1970s into a class war 
against the working class. Grassroots people having less to spend is 
not good for the economy, because their spending on real commodi- 
ties realises the profits that keep the whole system going. 

Thus the ongoing stagnation of the real economy. 
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The answer: “give them credit cards!” 


The floundering of the real economy has seen workers, business 
and the state increasingly reliant on the extension of credit. Over 
the last four decades, debt has ballooned across the board for most 
developed and developing economies. This debt has allowed and fu- 
elled the expansion of the global finance economy. The emphasis on 
keeping inflation low, a key policy of the neo-liberal monetarist shift 
in economic thinking that occurred in the 1970s, is all about creating 
an economic environment favourable to creditors, so that debts are 
not eroded by price inflation. 

It’s this mountain of debt that has been the recent stimulus for 
global demand. 

Manufacturing businesses, from small companies to industrial 
giants, have been hooked into this. It’s called “debt leveraging”. 
Rather than profits made from manufacturing being invested back 
into machinery, research and new technologies, industry has borrowed 
to do this on the assumption of increasing asset values. This has en- 
abled company executives to pay themselves enormous salaries, as 
well as pay out big to shareholders in an ultra-competitive financial 
environment. 

This expansion of credit, combined with the ever-accumulating 
profits from industry and resource extraction, has meant huge sums 
of money floating around the globe looking for profitable invest- 
ment. If it couldn’t be found in the real economy it could be achieved 
through financial speculation in commodity prices, futures trading, real 
estate, the sharemarket, or currencies. The New Zealand dollar, for 
instance, has become one of the most highly traded in the world. The 
enormous amounts of money involved, far superior to the GDP of 
the real world economy, have forced prices up in a range of markets 
—some of them fictious ones, involving nothing more than pieces of 
paper or electronic transactions. 

With all this money floating around, the banks and other creditor 
conglomerates have seen the opportunity to cash in and make big 
profits. Banks and other financial institutions have lent on the assump- 
tion that asset prices — houses, lands, shares, etc. — are going to keep 
rising. This would mean that debtors would be able to pay back the 
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loans as the result of increasing asset value. They’ve lent well beyond 
the reserves of actual money they had on their books. They’ve lent to 
the speculators and have therefore become the biggest speculators, 
driving the whole process forward, creating a larger and larger bubble 
economy divorced from the stagnating real economy. 

So it all got to the point in the 1990s that if you were a capitalist 
and you didn’t play the game then you were going to be left behind. 
A major portion of industry profits in developed capitalist economies 
were coming not from selling commodities, but rather riding the 
wave of asset appreciation and speculating on price rises on a range 
of deregulated markets. All leveraged by massive amounts of debt 
across the world economy. 


The housing and land bubbles in New Zealand 


Just like every other Western economy, New Zealand’s economic 
growth under the Labour government was largely built on speculation 
and debt. Changes to lending laws by Labour allowed banks operating 
in NZ to have only 4% of the funds loaned to buy a house actually on 
their books. With a license to create money, the speculative behaviour 
of banks was further encouraged, as they sort to cream profits during 
the housing price boom. 

This led banks over the last ten years to lend to borrowers who had 
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less than 10% of the price of the house, meaning that many households 
were taking on debt at relatively high interest rates of nearly half a 
million dollars. It only made sense if house prices were going to keep 
going up and up indefinitely — which was never going to happen. 

These practices, combined with the downward pressure on house 
and land prices as the recession really takes hold, means that the 
Australian owned banks aren’t in nearly as good shape as they’d like 
to claim. 


The bubble economy — the fundamental driver of economic growth 


Capitalism has always known bubbles, which have emerged and then 
come crashing down. The difference is that extreme financialisation 
has created a bubble economy which has been the fundamental driver 
of economic growth over recent decades. 

If everyone believes, it becomes self-fulfilling — up to a point. When 
US subprime lending came unstuck, the whole bubble economy was 
exposed for what it was. The financial explosion had turned into an 
implosion, which has unwound at terrific speed. 

But its not just about greed or stupidity — though a lot of both has 
been evident. The hyper-financialisation, the bubble economy, has 
been the mechanism by which the ruling elite have tried to overcome 
the contradictions inherent to capitalism. You could say they had no 
choice. But now, as Foster and Magdoff contend: “with financializa- 
tion arrested there is no other visible way out for monopoly finance 
capital”. 

In general terms this the crisis situation that late capitalism finds 
itself in. But to understand the global economic and political forces 
more clearly, we need to consider more closely the dynamic at the 
heart of the global financial system: the United States. 


4. US financial domination 


How it has worked 


The US emerged from the Second World War as the dominant eco- 
nomic power. Its industrial output was far above any other country, it 
was net exporter to the world. The US’s economic dominance meant 
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the world’s elite were prepared to cede hegemony to the US, which 
was built into the financial system through a series of international 
agreements,. These founded international financial bodies like the 
IMF and World Bank, which become instruments of US power. 

Since 1971 the US dollar has been the world’s reserve currency: 
the stable currency that everyone in the world can rely on to keep 
its value, the role played by gold before 1971. The US dollar today is 
largely a digital tally in a global financial network — it’s only valuable 
if everybody believes that is. The US has benefited from being at the 
centre of the financial world — forcing its dollar on the rest of the 
world through international agreements and backed up by US banks 
and US dominated international financial institutions. 

This system has had other countries over a barrel. When US corpo- 
rations, for instance, buy assets globally with US dollars, these dollars 
end up in foreign central banks. These central banks recycle these US 
dollars by buying US Treasury Bills, which is the source of the US’s 
trillion dollar debt. (The combined debt of the US private and public 
is $70 trillion, compared to its annual GDP of $14 trillion.) 

The alternative would be to offload these dollars into the market. If 
they did this, the national currency of the country selling the US dollars 
would rise against the US dollar. This would make those exports of the 
country that dumped the US dollar on the market more expensive in 
the United States and other countries. That country would thus lose 
competitive advantage and suffer profit declines, unemployment, etc. 
It’s been no choice, really. 

The enormous debt that the US has racked up has enabled high 
consumption levels which have been an important factor in maintain- 
ing economic growth as emerging economies in particular orientated 
their economies to exporting to the vast US consumer market. There 
were benefits to the arrangement that maintained the US economy 
as the “consumer of last resort”. 

With all this surplus savings flowing into the US, Washington has 
financed its colossal military spending, a major part of the US domestic 
economy, employing millions of US workers. The credit ceded to the 
US has allowed a massive military build up of forces around the world, 
including 750 US military bases on foreign soil. The US dominated 
financial system is a means of sucking up the world’s wealth into the 
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heart of the beast, to make it militarily stronger, so as to be able to 
keep the gun to the world’s head. Truly an empire. 


The China-US endgame 


China earns huge amounts of US dollars by exporting to the US. 
They therefore hold $2 trillion dollars of US Treasury Bonds. But 
this money-go-round keeps the Chinese dollar low relative to the 
US dollar, so Chinese products are cheaper to buy in the US and 
other countries. 

But because of the scale of the financial crisis and the US response 
to it, which is to throw trillions of dollars at the banks — ballooning 
US debt further — there’s downwards pressure on the US dollar, as 
the thought that the US dollar cannot remain the world’s reserve cur- 
rency starts to take hold. US treasury bonds will become worthless if 
the US reneges on its trillions dollars of foreign debt, or does what’s 
called “monetizing” — printing money to pay off the debt. 

Professor Michael Hudson says: 


Foreign nations see themselves stuck with unpayabe IOUs 
— under conditions where, if they move to stop the US free 
lunch, the dollar will plunge and their dollar holdings will 
fall in value relative to their own domestic currencies and 
other currencies. If China’s currency rises by 10% against 
the dollar, its central bank will show the equivalent of a 
$200 million loss on its $2 trillion of dollar holdings... 


Nevertheless, China’s rulers are beginning to contemplate breaking 
out of this system. But doing so would collapse the US consumer 
market, the largest in the world, and therefore threaten China’s 
export economy, potentially leading to internal political strife with 
the impoverishment of Chinese workers. With the global financial 
crisis becoming a full scale depression, the Chinese export economy 
is already contracting rapidly. China’s rulers may simply be forced to 
cut their losses and seek to establish a new financial order. 

The Chinese rulers are looking to grow the domestic economy 
and create trade blocs with other countries. China has launched a 
“buy Chinese” campaign. They are using their huge dollar reserves 
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to stockpile billions of tonnes of metals and minerals, and spending 
big on their military. 

Also, as the US’s imperialist rivals are well aware, the money-go- 
round finances the US’s military empire, primarily focused on circling 
and encroaching Euro-Asia, including of course China itself. 

Sooner or later, probably sooner, push will come to shove, and 
China and other countries will stop lending to the US through the 
purchase of US Treasury Bills. The world will be awash with US dollars, 
the value will fall though the floor and the US dollar will no longer be 
the world’s reserve currency. So ends the US’s run of credit to finance 
consumer and military spending. 

The reason that Washington has not moved outright yet to fully 
monetize US debt is that they know this will lead to retaliation from 
other powers, chiefly China. So even though there’s a desire to print 
money to get credit flowing again within the US, in order to try and 
save the real economy, the global economic and political consequences 
of this will likely lead to an even greater implosion of the US economy: 
the spectre of failed state looms. 

The Obama-led strategy is for the government to take all the 
bad debt onto its books and look to pay it off through taxation. The 
burden of this will of course fall on the those at the bottom, and will 
be combined with cuts to public service spending (not the military, 
of course). 


The collapse of the US financial empire? 
Leo Panitch and Sam Gindin say: 


The US state cannot act in the interests of US capital- 
ism without also reflecting the logic of US capitalism’s 
integration with global capitalism both economically and 
politically. This is why it is always misleading to portray 
the US state as merely representing its ‘national interest’ 
while ignoring the structural role it plays in the making and 
reproduction of global capitalism. 


Both US’s national interests and system of global finance capital- 
ism are locked in to each other. The problem for the US is that not 
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everyone believes anymore. This is a slippery slope. 

If US financial hegemony is ended, Russia, Europe, China know 
that the global system could unwind taking them all down. It's been 
US hegemony that’s held the bubble economy together this long — but 
they simply might not have a choice. Events are moving on. 

At a recent conference in Russia of the Shanghai Cooperation 
Organisation (SCO), comprising Russia, China and former Soviet 
states of Euro-Asia, Russian president Dimitry Medvedev said: 


The artificially maintained unipolar system is based on one 
big centre of consumption, financed by a growing defi- 
cit, and thus growing debts, one formerly strong reserve 
currency, and one dominant system of assessing assets 
and risks. What we need are financial institutions of a 
completely new type, with particular political issues and 
motives, and particular countries will not dominate. 


The six SCO countries are looking at trading in their own curren- 
cies. 

If the financial order of the last 60 years unwinds, how will the 
US ruling elite respond? Will the US use its military muscle directly 
against its rivals to maintain its hegemony, as it has done indirectly 
in Iraq, for example? — As Prof Michael Hudson says, “America has 
become a deadbeat”, but “a military aggressive one as it seeks to hold 
onto the power it once earned by economic means”. 


5. A global class war 


At the same time as tensions are being ratcheted up between the 
big powers, so too will the big powers look to assert their imperial 
power over smaller countries, like New Zealand. This will be part of 
the struggle for us here. 

But of course the war that will unite ruling elites of all countries 
will be the one fought against grassroots people, particularly as the 
global depression comes to full effect. 

The ruling elites will employ different strategies and tactics, but 
will always try to force the cost of the crisis on to the grassroots and 
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not themselves. They also need to try and retain global capitalism’s 
legitimacy, which, initially at least, will lead to tactical and strategic 
moderation of the merciless impulse. 

But because there is actually no easy way out for global monopoly 
capitalism, which is coming up against its own inescapable internal 
contradictions and the limits of earth’s finite resources, the ruling elite 
will actually be flying on instinct to preserve their power and wealth. 
From those instincts more coherent and perhaps competing strategies 
will emerge, as the compulsion of events takes over. 

The hope is that there have been already and will continue to be, 
outbreaks of mass resistance by grassroots people globally. In the 
minutes to RAM’s 2009 National Conference, today’s global economic 
meltdown was compared to the Long Depression of the late 19th 
century and the Great Depression of the 1930s: 


The two previous Combo Crises showed a tremendous 
capacity by the grassroots to unite in defence of their living 
standards and social rights...In today's Combo Crisis, the 
grassroots will not want to go like sheep to the slaughter. 
As past certainties crumble, many more people will be 
looking for alternatives to the old ways. 


The global ruling elite will have to contend against the vast majority 
of the world’s population in a situation of unprecedented political 
instability where the veneer of capitalism’s legitimacy will be well and 
truly stripped away. Where there’s crisis, there’s opportunity. 

The initial struggle is within the limits imposed by late capitalism: 
the neo-liberalised, globalised, over-financialised contemporary mo- 
ment. But the struggle — which cannot stop — must transcend those 
limits, as the impoverishment of grassroots people, the stagflation 
economy, the undercapacity and inefficiency, the environmental dev- 
astation and resource depletion, cannot be solved under capitalism. 

We must also keep in mind that the world has the resources and 
capacity to deliver a comfortable life for everyone that is environ- 
mentally sustainable. The global majority has the chance to transition 
to a human centred economy. 
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New Zealand’s recession 
— is the worst over? 


by ANTHONY MAIN 


In recent weeks the Prime Minister of New Zealand, John Key, has flagged 
an end to the country’s recession. A National Bank of New Zealand 
business survey has also outlined a return to positive growth after the 
nation recorded negative growth since the first quarter of 2008. Does this 
mean the worst is now over? 

While the economic shocks to New Zealand have not been as severe as 
in other advanced capitalist countries, there is no doubt that the crisis has 
started to affect the lives of many working people. Official unemployment 
is at a ten year high of 6%. In June, the Reserve Bank of New Zealand 
predicted the jobless rate could rise to as high as 7.2% by the middle of 
2010. With many firms still looking to shed staff, even this figure could 
be an understatement. 

The New Zealand economy is largely dependent on global trade and 
it is for this reason that it has been hit hard by the downturn. The World 
Trade Organisation (WTO) estimates that global trade will contract by 
a massive 10% this year — the biggest fall since World War Two. 

Most serious analysts agree that this is the most serious crisis to hit 
the world economy in 80 years. In fact, even the International Monetary 
Fund has stated that “The world economy is entering a major downturn 
in the face of the most dangerous financial shock in mature financial 
markets since the 1930s”. 

Capitalist economists like Barry Eichengreen and Kevin O’Rourke 
point out that world industrial production continues to track closely to 
the 1930s fall and that world stock markets are still following paths far 
below the ones they followed during the Great Depression. 

They note that the US continues to see industrial output fall approxi- 
mately in line with what happened in the 1929 crisis and that Japan’s 
industrial output is much lower than at the equivalent stage in the Great 
Depression. 

In April, Eichengreen and O’Rourke stated that “globally we are 
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tracking or doing even worse than the Great Depression, whether the 
matrix is industrial production, exports or equity valuations.” 

The main economic difference between the 1930s crash and the crisis 
today is the ruling class response. Terrified of the possibility of a deep 
depression and all the possible social and political consequences, ruling 
classes around the world reacted by acting quickly, especially after the 
Bush administration let Lehman Brothers collapse. 

Trillions of dollars have been pumped into economies around the 
world to keep them afloat. There has also been a turn towards more state 
intervention to save the system. While not solving the underlying causes, 
these measures have, for now, acted to temper the decline, at least in most 
of the main imperialist countries. 

There is a real possibility that after the immediate effect of the differ- 
ent stimulus packages there will be a further downturn or a “double dip” 
recession. Given that most countries are now deep in debt there will be 
limits as to how much they can intervene a second time around. 


Stimulus package 


The total amount spent by the New Zealand government is about $500 
million. Government debt is expected to balloon to nearly 40% of GDP 
by 2013 as a result of the money outlaid. The bill for this debt will be sent 
to future generations of workers. 

Some countries have been forced to nationalise, in a state capitalist 
manner, banks or failing companies while others like New Zealand, have 
resorted to stimulus packages that include investment in infrastructure 
projects like schools, bridges and homes. 

While the stimulus package has had some effect in slowing the process, 
it will not be able to solve the fundamental problem: the lack of demand 
and the lack of profitable markets. If New Zealand is to dig out of reces- 
sion, the question for capitalism is from which sector of the economy will 
this new demand come? 

Market opportunities inside New Zealand are limited by the country’s 
small population and consumer spending has fallen sharply over the 
past year as workers remain cautious about the future. Despite a long 
period of aggressive interest rate cuts, consumer borrowing is down 3% 
on a year ago. With rising unemployment and high levels of household 
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debt it is unlikely that workers are about to go out on a spending spree 
anytime soon. 

The manufacturing sector in New Zealand is small and only accounts 
for about 14 % of GDP. However, the government is hoping that the food 
manufacturing sector and agriculture will be able to provide the economy 
with a boost from an increase in exports. 

New Zealand’s main trading partners are Australia, the US, the EU 
and China. The Australian market is the destination of 19% of New 
Zealand’s exports. Because the New Zealand dollar has surged in recent 
months exports are now much more expensive. Even if the dollar does 
drop in the near future, the question is: to what extent consumers in 
these countries will be able to purchase New Zealand goods, given the 
global downturn? 

The markets in the US and the EU are in serious decline and there 
is no prospect of a quick recovery. The introduction of export subsidies 
by the EU and the US could also have serious implications for the New 
Zealand economy. While Australia has managed to stay out of technical 
recession in the current quarter, its overall position is quite weak and 
consumer spending down. It is likely that Australia will follow the rest 
of the world into recession sooner rather than later. 

China is also reliant on consumer demand in the US and EU. The de- 
cline of these countries is forcing thousands of Chinese factories to close 
and throwing millions of workers on the scrap heap. Rising unemployment 
and cuts to the income of the middle class means that it is unlikely that 
Chinese consumers can drag New Zealand out of recession. 


Ruling class: no clear strategy 


The reality is that the New Zealand ruling class has no clear strategy to 
climb out of this crisis. They are trying to make workers pay for the crisis 
through job losses, reduced hours and cuts. The main problem they face 
is that while they need to increase demand, they are actually reducing 
demand by attacking jobs. This is one of the reasons why any return to 
growth is likely to be weak and short lived. 

Given that capitalism is an unplanned system, it is impossible to 
predict the future with any precision. We can say with some certainty, 
however, that the impact of this crisis will take on a drawn out character. 
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Even when there is an economic upturn, it will be weak and high levels 
of unemployment and poor growth will persist for some time. The last 
world boom relied on debt to extend the market. There is no sign of 
‘normal’ bank lending returning any time soon. In short, there is more 
bad news to come. 

This does not mean that the system is about to collapse. The reason 
that John Key and the capitalists are so optimistic about the future is 
because no mass alternative has been posed. The impact of the collapse 
of Stalinism and the move to the right in the Labour Party has meant 
that there is a political vacuum to the left of Labour. This has resonated 
in the trade unions and at this stage most are not showing any sign of 
fighting back. 

It is for this reason that an independent working class analysis of 
the economy is so important. Economic developments are the driving 
force behind changes that lead to an increase in class struggle. They are 
important because of the effect that they have on material conditions 
and on consciousness. For this reason a ‘wait and see’ approach will not 
suffice. Workers need to be fully aware of developments in order to be 
able to respond quickly. 

The attacks on jobs and living standards are bound to provoke a 
reaction from working people in New Zealand at a certain point. While 
an economic crisis can have a temporary “stunning” effect on some 
workers, in the coming period we can expect an increase in defensive 
battles as workers try desperately to hold on to what they have. Even 
when there is a slight return to growth, this could mean an increase in 
struggle as workers attempt to claw back some of what has been lost 
during the recession. 

Despite the lack of organised opposition, the situation for capitalism 
in New Zealand is quite weak and unstable. The system is incapable of 
providing working families with a decent future. When workers begin to 
realise that there will be no return to past ‘good times’ this will further 
contribute to the instability that exists. 

It is important that workers are prepared for the unfolding situation 
and that the workers’ movement outlines a strategy to ensure that working 
class people are not made to pay for a crisis that they did not create. 


Anthony Main is a member of the Socialist Party (SP), the Australian section of the Com- 
mittee for a Workers’ International (CWI) — http://www.socialistpartyaustralia.org 
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New Zealand: Are the 
banks helping? 


by BILL ROSENBERG 
from CTU Monthly Economic Bulletin, June 2009 


There has been much public debate as to whether the banks have 
dropped their interest rates enough in response to the Reserve Bank’s 
reductions in its Official Cash Rate (OCR). In May, Statistics New 
Zealand in its latest Producers Price Index, reported that in the March 
quarter “the margins that financial intermediaries [mainly banks] 
make on their borrowing and lending operations... increased due to 
the rates for borrowing falling more than the rates for lending.” This 
followed increases in the previous six months, and both the quarterly 
and annual increase were the largest since records began in 1994. 

Parliament’s Finance and Expenditure Committee was told by 
Deputy Reserve Bank Governor Grant Spencer that “It is disap- 
pointing that banks have not dropped mortgage rates further as 
more people face loan defaults in the coming year”. The Committee 
reported that “We are concerned that New Zealand businesses find it 
increasingly difficult to access credit from the major Australian-owned 
banks, where lending decisions are reportedly now being made by 
offshore bank parties rather than onshore relationship managers.” 
There were calls (as yet unheeded) for an inquiry into the banking 
system. 

In its June Monetary Policy Statement, the Reserve Bank again 
complained that “it appears as though the most recent reductions in 
the OCR have not been passed on to borrowers to the extent that we 
would have expected. While there has been some increase in funding 
costs from higher retail deposit rates and longer-term interest rates 
offshore, this does not appear to fully explain the relative lack of 
movement of interest rates at shorter terms.” 

The following graph from Reserve Bank data illustrates the wid- 
ening bank margins. Since about March, interest rates have levelled 
out or risen despite continuing cuts in the OCR. 
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In defence, the banks say 
they have to borrow at higher 
interest rates domestically 
because of competition for 
bank deposits, and rates have 
risen overseas where they still 
source almost 40% of their 
funds, because of the state of 
those financial markets. In ad- 
dition, they need to tighten up 
their lending conditions and 
raise interest rates because 

business risks have increased 
|) | due to the recession. Clearly 

* though, the Reserve Bank is 
not convinced. 

There are at least two explanations for what is happening, both 
of which may apply. The first is that the big four Australian banks are 
taking advantage of their dominant position and pushing out their 
margins between their borrowing and lending costs to protect or 
expand their profits. Statistics New Zealand and the Reserve Bank 
provide some evidence for that. However it is difficult to believe that 
is the full story. The small New Zealand banks — Kiwibank and TSB 
included — have increased interest rates almost as fast. Given their 
competitor status, they would be more likely to have taken advantage 
of the increasing margins to undercut the Big Four. 

A second explanation is that because we have virtually unregulated 
movement of funds between New Zealand and the rest of the world 
— open international capital markets — we to a large degree import 
the monetary conditions of the rest of the world (interest rates and 
availability of finance). To simplify, if interest rates offered to savers 
here are lower than the rest of the world, fund managers can take their 
money to where interest rates are higher, forcing banks here to raise 
the rates they offer. If our domestic rates go higher than international 
rates, the banks can (and will) borrow more cheaply overseas in order 
to lend for mortgages and business loans. 

There are complicating factors such as margins for risks in our 
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economy and changes in the exchange rate, but it means that the 
Reserve Bank has much weakened ability to influence monetary 
conditions within New Zealand. It has some influence on short term 
interest rates, because the OCR is for short term lending. But longer 
term rates are much more connected to international conditions be- 
cause they can be funded profitably from overseas. We saw an opposite 
symptom of the same cause when the economy was at its height — the 
Reserve Bank had to set the OCR punitively high to have any effect. 
Now, no matter how low it cuts the OCR, it seems that longer term 
rates won’t respond sufficiently. The result undermines the needed 
stimulus to a depressed economy, and contributes to a persistently 
overvalued exchange rate, penalising exporters. 

A revealing scenario is being played out at the same time. The 
Reserve Bank wants to wean the major banks off their risky habit of 
borrowing at short terms (like 90 days, often overseas) and lending 
for mortgages longer term, and in general to lengthen the terms of 
their borrowing. It is likely to be worried that another freeze in world 
financial markets would force it to repeat what it did last year: arrange 
overseas funding lines to be used to prevent New Zealand’s financial 
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system from freezing up too. The new regulations it is putting in place 
have been delayed, presumably under pressure from the big four Aus- 
tralian banks which are the main perpetrators, and Westpac came out 
recently saying that being forced to borrow longer term would further 
increase costs, which they would pass on to borrowers in higher inter- 
est rates. We said these regulations are important, and the banks have 
a responsibility to keep interest rates down by absorbing some of the 
costs —if they exist — into their profit margins. It is interesting that, ac- 
cording to an article in the Reserve Bank of Australia’s June Bulletin, 
the same four banks when operating in Australia borrow overseas for 
longer terms (they borrow relatively little short term overseas). Yet 
a Sunday Star-Times survey of international interest rates reported 
on 14 June indicated that while interest rates on deposits are lower 
here, mortgage interest rates are already higher than Australia. The 
OCR is currently higher in Australia too (3.0 percent compared to 
2.5 percent here). The banks have some credibility issues. 


CTU welcomes bank inquiry 


The Council of Trade Unions has welcomed the announcement of an inquiry 
into bank profits. “It is a constructive initiative. The CTU intends to contribute 
to this inquiry and we hope that all political parties will support it,” said 
CTU Economist and Policy Director Bill Rosenberg. 

“We were disappointed that the Select Committee inquiry did not pro- 
ceed. We have already expressed our concern that interest rates are too high 
due to larger than justifiable margins among the big four Australian owned 
banks. These banks have been over-reliant on foreign borrowing which has 
contributed to the current account deficit and the high and volatile exchange 
rate, all of which leaves the Reserve Bank's actions relatively impotent in 
good times and bad.” 

Rosenberg added that the inquiry could usefully look at not only whether 
bank margins and profits are too high, but also whether they are too reliant 
on overseas and short term borrowing, whether their lending is making suf- 
ficient contribution to stimulating the economy during this recession, and 
options for resolving these matters. There is also the issue of tax avoidance 
and how this may be affecting banks’ contribution to the economy. 
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A Green response to 
globalised market failure 


by CATHERINE DELAHUNTY MP and KEVIN HAGUE MP 


The Green Party believes that the financial meltdown and the effects 
of climate change are huge stresses on vulnerable communities, but 
also an opportunity to start campaigning for a more socially and 
environmentally-just economy. 

We recognise that the out-of-control banking system and inter- 
national financial speculation are just two elements of free market 
capitalism at its worst. Our economic ideas address the twin crises and 
support building stronger local economies, fair trade and sustainabil- 
ity. We have called this work the “Green New Deal”, and before the 
Government announced the Budget we launched a stimulus package 
with some costed suggestions for alternatives to their approach to the 
recession. We think their approach can be described as “do nothing” 
or “do what we have always done” — that is, look after the elite. 

We despair to see a bankruptcy of ideas from both National and 
Labour. Both these parties seem only to be able to think of economic 
recovery coming about by persuading people to buy more. This is a 
formula that will recreate the circumstances that caused the current 
financial crisis, but in bigger and more disastrous dimensions. 

Some of us recall that time in the 1980s when the share market 
news moved from being somewhere between ‘current affairs’ and 
‘sport’ on our nightly television news. We saw New Zealanders come 
to view the economy as if it were some force of nature. It is not. The 
economy is a human institution designed for a particular purpose: to 
transform resources from the natural environment and from the vast 
majority of people as efficiently as possible into increased wealth for 
the already wealthy few. 

Human beings designed the economy to do this and we can rede- 
sign it to achieve different goals. The Green Party is proposing that 
we set out to do this. 

One of the goals our redesigned economy must achieve is sustain- 
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ability — it must not use natural 
resources faster than they can 
be replenished, and it must 
share those resources fairly. 
Our Green New Deal sets out 
to provide a programme for how 
this may be achieved. 

Almost all the institutions 
in our current economy are set 
up to do something different, 
so very substantial reform of 
these institutions is required. 
So far we have published and 
presented a Green Stimulus 
Package, to illustrate how we 
would apply our thinking to 
the task of short term job cre- 
ation, while also protecting and 
Catherine Delahunty MP restoring our environment . For 

example, were we the Govern- 
ment in the current circumstances, we would build 6,000 new state 
houses, creating 28,000 jobs (including both direct and indirect jobs) 
and making a substantial dent in the current waiting list of around 
10,000 for state housing. 

One of the next packages that we develop and publish will be on 
the banking and finance sector. Readers may well be aware that the 
Green Party has joined other opposition parties in an inquiry into 
the interest rates charged by banks, following the Reserve Bank’s 
conclusion that the major banks’ short term interest rates cannot be 
justified on the basis of the costs that they face. 

While this inquiry may shed light on banking practices more 
generally, it will not address the deeper issues that will need to be 
tackled: the process of credit creation, regulation of money supply 
and the relationship of our currency to other currencies, for example. 
There is currently an unhealthy relationship between the banking 
and finance sectors and the creation of the boom-bust cycles that 
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provide the mechanism for 
the wealthy to siphon off 
money while leaving others 
saddled with debt. 

We need to consider 
what forms of business will 
be best suited to operating 
in an environment that 
BX does not permit overall 
growth in use of resources. 
We need to review how 
best to operate a taxation 
system to both fund Gov- 
ernment programmes and 
help achieve the econo- 
my’s steady state. We need 
: to consider what types 
Kevin Hague MP 7 of trading relationships 

and regulations will best 
deliver for the needs of New Zealanders, while also contributing to 
justice on a global stage. 

These are all weighty matters, and the programme we develop over 
the next year cannot hope to provide detail in all of these aspects. 
What we do hope to do, however, is to offer an alternative paradigm 
that positions the economy in its correct place — as a tool to deliver on 
social justice and environmental sustainability. In other words: a fair go 
both for New Zealanders living today and for future generations. 

In addition to promoting our Green New Deal we have been gath- 
ering suggestions and models from beneath the radar. When I spoke 
at the Marxism Alive forum on humanising the economy, I referred 
to the Lyttelton and Whakatane timebanks as positive models of 
community organising and fostering local economic activity. Interest- 
ingly, the leadership for these extremely radical and inclusive projects 
are women with long backgrounds in community development and 
social justice. These projects are linked with local markets, collective 
gardens, environmental projects and valuing of heritage and culture, 
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as well as involving people living with disabilities. They are radical 
because they place the same value on the skills of carers of the aged 
or babies with people who are skilled computer doctors. Small and 
tentative as these alternative currency experiments may be, there is 
an exciting sense of purpose when you abandon individual wealth 
creation in favour of social well being. A recent alternative curren- 
cies conference in Whanganui was attended by more than 100 people 
from different alternative currency networks. 

“Transition Towns” is an English model developed to address 
the effects of climate change and peak oil, which has been picked up 
across Aotearoa and involves local environmental activity and com- 
munity empowerment. There are some great projects underway, but 
the challenge with these projects is making them useful to a broader 
range of people. There is a need to remember that this is Aotearoa and 
that tangata whenua have collective models of community organising, 
which need support and that are based on different traditions than 
those of the English village. We also have huge challenges in dealing 
with urban poverty and unemployment which require creative leader- 
ship from within the communities themselves. 

These challenges require us to engage politically as well as practi- 
cally and locally. The National-Act Government is not going to sup- 
port local economic development or even participation in activities 
such as adult education unless people can afford to pay their way. 
We face a clear attack on public services jobs, pay equity for women 
and public education, and we need to respond as well as advocate for 
alternatives to the status quo. 

The Green Party sees part of the role of Government as providing 
equitable health and education services to communities and invest- 
ing in community economic development ideas which will meet the 
needs of the most vulnerable. 

At the macro level, we are working from a commitment to limits 
to growth and the creation of a stable state economy plus a challenge 
to greed and privatisation. So we are not expecting a rapid transfor- 
mation to a just and environmentally sustainable economy — but we 
are interested in working collectively with people who share these 
goals. 
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NZ people vs banks — $38 million and rising 


The struggling New Zealand taxpayer is tens of millions of dollars out of 
pocket due to the fight between the Inland Revenue Department and some 
of our largest banks, said Green Party Co-Leader Dr Russel Norman. 

Figures obtained by the Green Party show that as at 31 July 2009, the 
total cost for all Structured Finance cases against some of New Zealand's 
largest banks is approximately $38,500,000. 

In July the High Court found in favour of the IRD in a court case involving 
the BNZ. The case revolved around a particular kind of transaction known 
as Structured Finance. The IRD considered these types of transactions to be 
tax avoidance. The ruling — subject to the latest appeal — meant the BNZ 
must pay at least $416 million in back taxes. 

“This is a David and Goliath fight,” said Dr Norman. 

“However, unlike the recent movie championing alleged ‘Kiwi battler’ 
Dave Henderson's fight against the IRD, ‘We are here to Help’ — this time 
the IRD is David and the banks are Goliath. 

“The decision today by the BNZ to appeal a High Court decision that went 
against the bank will see the cost to the NZ taxpayer of fighting Structured 
Finance cases blow out even further,” said Dr Norman. 

“We know from our experience of New Zealand’s de-regulated finan- 
cial market in the 80s that if banks can get away with paying less tax they 
will. 

“The problem then is who picks up the tab — and that is the greater New 
Zealand public. At present the Government have set up a working group to 
study tax — and suggestions coming from this group are that GST should 
be raised to 15 percent.” 

The Tax Working Group announced by Finance Minister Bill English in 
May includes Business Roundtable chairperson Rob McLeod. Earlier this 
year Mr McLeod gave evidence on behalf of the BNZ in the High Court in 
his capacity as a tax expert. 

“Surely when picking a group to look at the New Zealand tax system 
we should be casting the net further than ‘tax experts’ who give evidence 
in court cases on behalf of banks engaged in fighting our own IRD,” said 
Dr Norman. 
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International banks 
exploit the crisis to reap 
massive profits 


by STEFAN STEINBERG 


In July this year, German-based Deutsche Bank announced a huge 
increase in its profits. The bank reported a net profit of €1.1 billion in the 
second quarter of this year, nearly doubling its earnings over the same 
period last year (€645 million). 

The massive increase in Deutsche Bank’s profits follows record earn- 
ings for US-based Goldman Sachs. Two weeks ago, the US investment 
bank posted profits of $3.44 billion (€2.44 billion) in the three months 
to June. 

Less than a year after the eruption of a financial crisis that has devas- 
tated economies across the globe and wiped out an estimated 40 percent 
of the world’s wealth, a number of major banks and investment houses 
are posting record profits and setting aside sharply higher — in some cases, 
record — sums for salaries and bonuses to their employees. 

In 2008, Deutsche Bank recorded the biggest losses in its history —€3.9 
billion ($5.5 billion). How is this turn-around to be explained? 

A recent article in Der Spiegel magazine entitled “The Return of 
Greed — Banks Reopen Global Casino” provides some insight. The 
article cites a former leading financier, who declares, “A few years ago, 
the investment banks got rich on their customers’ money. When that 
resource became too small, they fell back on their shareholders’ money. 
Now they’ve got hold of the biggest pool the world can offer: taxpayers’ 
money.” 

The article quotes the head of German operations of an international 
investment bank, who declares, “The taxpayer is paying for the chips at 
the casino. It doesn’t get any better.” 

Following the collapse of Lehmann Brothers in September 2008, the 
American government intervened with a massive bailout package. Since 
then, the US government has initiated programs that could potentially 
allocate up to $23.7 trillion to support the financial system — a sum equal 
to 1.7 times America’s gross domestic product. 
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The measures adopted by Washington were copied by governments 
around the world. 

At the behest of bankers, in particular, Josef Ackermann, CEO of 
Deutsche Bank, the German government drew up a €500 billion rescue 
program for German banks at the end of last year. Since then, it has 
pledged additional hundreds of billions to the financial community as 
part of its “bad banks” scheme. 

It is estimated that since the outbreak of the financial crisis in Sep- 
tember 2008, governments have committed a total of $18 trillion in 
public funds to recapitalise the banking system — an amount equivalent 
to nearly 30 percent of world GDP. In virtually all major industrial coun- 
tries, major banks and financial institutions deemed to be “systemically 
relevant institutions” have been given blank cheques by their respective 
state treasuries. 

The bailout measures adopted by national governments represent 
a huge safety net for the banks, enabling them to once again engage in 
highly speculative forms of financial trading. The levels of debt resulting 
from the bank bailout packages and other forms of economic stimulus 
have assumed gigantic dimensions and will be paid for by generations 
to come. 

At the same time, the rapid accumulation of debt by governments 
opens up vast and lucrative opportunities for the banks. Trading in gov- 
ernment loans bound up with financial rescue packages is emerging as a 
central activity of the big banks. 

Average government debt in the European Union is expected to rise 
to 80 percent of GDP this year and even higher in 2010. In Britain, gov- 
ernment debt is expected to reach 100 percent of GDP in 2009. Japan’s 
government debt is headed for 200 percent by 2011, and government debt 
in the US is expected to reach 100 percent of GDP by the same time. 

As the levels of debt rise across the globe, rating agencies are down- 
grading the lending status of individual countries, which then have to pay 
increased interest rates to the banks in order to service their loans. For 
the banks, it is a classic “win-win” situation. 

At the same time, banks are refraining from investing in businesses 
because, as they note euphemistically, “in the current financial climate” 
the prospects for ordinary companies and industrial enterprises are “too 
risky.” Confronted with the refusal of the banks to extend credit, industrial 
and commercial companies are forced to sell corporate bonds at much 
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higher levels of interest. The banks make further profits by speculating 
in the trading of these bonds. 

The article in Der Spiegel comments, “It is a deep irony that the cur- 
rent crisis, which began in the capital markets, is now strengthening the 
capital markets once again. The volume of bond issues has exploded. 
In continental Europe alone, companies — not including banks — have 
borrowed $318 billion [through the sale of bonds] in the first six months 
of this year...a roughly 50 percent increase over the average of the last 
three years.” 

Concomitant with the huge increase in bank profits is an explosion in 
salaries for bank personnel. According to an estimate by the consulting 
firm Johnson Associates, salaries throughout the banking industry are 
expected to rise by an average of 20 to 30 percent this year. 

Reimbursement for employees at Goldman Sachs is on track to reach 
an average of $770,000 this year, the highest annual compensation in the 
bank’s history. 

Citigroup, which has received $45 billion in cash from the US govern- 
ment on top of more than $300 billion in government guarantees on its 
assets — and which is now 34 percent owned by the government — plans 
to increase salaries by 50 percent this year to offset lower bonuses. Other 
banks, including UBS and Morgan Stanley, are also giving their employees 
hefty pay raises of between 30 and 60 percent. 

In Germany, Michael Kemmer, the head of the Bavarian State Bank 
(BayernLB), which has received tens of billions in state aid to avoid 
bankruptcy, has defended his plans to pay out huge “motivation” bonuses 
to his bank’s employees. 

These staggering compensation packages go disproportionately to 
top executives and traders, who stand to get salaries and bonuses in the 
millions and tens of millions of dollars. 

Presented with unprecedented possibilities for making money, the 
biggest banks, such as Goldman Sachs, JPMorgan Chase and Deutsche 
Bank, are going on the offensive and carrying out a deliberate strategy 
to eliminate their competitors. 

In Wednesday’s Financial Times, Deutsche Bank head Ackermann 
pays tribute to the measures taken by governments around the world 
on behalf of the banks, and calls upon them to intensify their efforts to 
secure the interests of the world’s major financial players. 

Ackermann sweeps aside the charge that the banking community 
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bears responsibility for the present crisis and declares that any moves 
toward creating smaller banks would be unproductive. Instead, he calls 
for new measures to protect the interests of “complex global financial 
institutions,” i.e., major banks such as Deutsche Bank. 

A leading investment banker with Deutsche Bank, Anshu Jain, told 
the British magazine Euromoney in May that in future, “What we will see 
is five to six formidable global players in investment banking.” 

This elite of investment banking giants will constitute, according to 
Der Spiegel, a new financial “oligopoly,” with unprecedented access to 
state treasuries and the taxpayers’ purse. The banks, more than ever, 
dictate state policy, regardless the particular political coloration of the 
government. It is the bankers and their lobbyists who call the tune in 
Washington, Berlin and London. 

The CEOs of Goldman Sachs, JPMorgan Chase and Deutsche Bank 
regard the current crisis, for which they are largely responsible, as an 
opportunity, and they are ruthlessly exploiting it. For the working class, 
this means an immense intensification in the exploitation of labour and 
the destruction of all that remains of social gains won in more than a 
century of struggle. 

In capitals across the world, governments are preparing a social coun- 
terrevolution. This is the significance of the Obama health care scheme 
and the White House’s intervention to restructure the auto industry in 
accordance with the profit interests of Wall Street. 

Confronted with a federal election in a few months, the German 
government is forced to be more circumspect. Nevertheless, it is already 
clear that the grand coalition of conservative parties and the Social 
Democratic Party is quite prepared to allow major industrial companies, 
such as Opel, to go bankrupt, while plans are already being drawn up for 
a massive onslaught on the country’s welfare and pensions systems — to 
be implemented as soon as the election date is past. 

The global financial casino poses the danger of even more catastrophic 
economic and social shocks. If control of the world economy is left in the 
hands of Ackermann and company, humanity confronts a disaster. Never 
has there been a more pressing case for the democratic ownership and 
control of the major financial institutions by the international working 
class, as an integral component of a planned socialist economy. 
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Are the banks to blame? 
by ANINDYA BHATTACHARYYA and SADIE ROBINSON 


It’s difficult to believe that bankers could become even less popular, 
but that is exactly what happened in July this year. Fresh from soak- 
ing up some £200 billion in emergency funds from the government, 
Britain’s major banks turned round and asked for more. 

Once more we are told that there is no choice but to bail them 
out at vast public expense. 


What do banks do exactly? 


Most people’s relationship with the banks is an individual one, based 
on current accounts, savings, overdrafts and other “personal financial 
services”. 

The proportion of banking profits coming from these individual 
services has grown significantly over the past couple of decades. But 
they remain only one aspect of banking operations. 

Banks also take deposits from, lend money to and provide services 
for businesses, ranging from the smallest firms to the largest global 
multinationals. 

Almost all business these days is conducted on credit, with banks 
acting as intermediaries. 

That is why a crisis in the banking system is so serious for capitalism. 
Banking is like the circulatory system for the economy’s body — anda 
crisis in the banking system is the equivalent of a heart attack. 

In the wake of the 1929 Wall Street Crash many governments 
imposed regulations on banks that forced them to separate their 
various activities. 

The US’s Glass-Steagall Act of 1933, for instance, insisted on a 
clear distinction between “commercial banking” — day-to-day deposit 
taking and lending for individuals and businesses — and “investment 
banking” — the high risk, big money operations involving trading in 
shares and bonds on the capital markets. 

But these precautions have been steadily removed over the past 
25 years as part of the neoliberal rush towards “deregulation” of fi- 
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nancial services. Glass-Steagall was finally repealed in the US under 
Bill Clinton’s administration in 1999. 

At the same time that workers’ wages have been held down to 
boost profitability, personal finance has been “deregulated” to allow 
banks and other financial firms to offer people credit to make up for 
the shortfall in their incomes. 

The result has been ballooning individual debt — in the form of 
mortgages, credit cards and other loans — which are then repackaged 
as complex bonds and sold on global markets to other financial in- 
stitutions. 

This combination of a massive consumer debt bubble and the 
intricate interconnections between the lowest and highest levels of 
finance set the stage for the “credit crunch” of 2007. This has ripped 
apart banking — and taken the rest of the global economy with it. 


Why are the banks in trouble? 


The roots of the current banking crisis lie in the “sub-prime” mortgage 
market in the US. 

This high-risk lending developed as mortgage companies, desper- 
ate to find new markets for their loans, began to target poor people 
who had previously been unable to access credit. 

They charged these people rates of interest that became impossible 
to repay, and eventually the market ran into trouble. 

This didn’t necessarily affect the immediate lenders — who had 
taken advantage of a “secondary market” in mortgage debt and re- 
packaged and sold on the debts to other institutions. 

But this spread bad debts across the whole financial system and 
meant that, when the crisis hit, it was not just confined to a handful 
of lenders. 

Banks were among the institutions that bought the debts, but they 
were also involved in speculating on the value of them. 

As it became clear that the debts were a riskier investment than 
previously believed, fear gripped the financial sector. 

The repackaging and re-selling of the debts meant that no one 
was sure where the bad debts had ended up — or how significant they 
would be. 
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Customers queue to withdraw their deposits from the Northern 
Rock bank, September 2007. The British Government had to 
nationalise the bank to prevent an even worse collapse. 


Banks stopped lending to each other because they didn’t have 
the confidence that they would get the money back -— creating the 
“credit crunch”. 

Financial speculation has deepened the crisis. As investors and 
traders lost confidence in their bets, they moved their money else- 
where, creating panic. 

Ultimately the current crisis is symptomatic of a more structural 
problem of capitalism. As profitability — the rate of return on invest- 
ments — declines over time, the bosses are constantly pushed to look 
for new ways to make money. 

This, together with the competition at the heart of the system, 
means that short-term concerns over maximising profits are often 
put before the long-term health of the system. 


Are the bankers to blame for the economic crisis? 


Many people are rightly outraged that the blind greed of the bank- 
ing bosses has sparked a massive economic crisis that threatens the 
livelihoods of ordinary people the world over. 

But this outrage is by no means confined to the left or the working 
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class. The right wing Daily Telegraph recently ran a comment article 
titled, “We have every right to be angry with the bankers.” 

The Financial Times has been even more blunt, running a column 
by Philip Stephens headlined, “Shoot the bankers, nationalise the 
banks.” 

Socialists share the anger towards a section of the ruling class that 
has brazenly profited at the expense of ordinary people. But there is 
more to this than meets the eye. 

There is a long tradition of attempts to blame the problems of 
capitalism on banking and finance. This is often coupled with the 
argument that capitalism can overcome its contradictions if only the 
financial sector was suitably restrained or regulated, or even abolished 
altogether. 

Typically these arguments counterpose an allegedly healthy “real 
economy” on the one hand and a parasitic finance system on the other 
— locating the problems of capitalism in the sins of the latter, be it 
greed, speculation or stupidity. 

These arguments miss the way the development of finance is con- 
nected to the wider capitalist system. 

The first financial institutions in the City of London, for instance, 
were insurance firms that serviced merchants transporting goods 
by sea. 

The development of trade and commerce — and its subsequent 
evolution into imperialism and colonialism — went hand in hand with 
the development of finance and banking. 

In recent years investors have poured their funds into finance 
precisely because of the sluggish rates of profit found in rival sectors 
such as manufacturing. 

But banking and finance is ultimately unproductive — these com- 
panies simply redistribute the profits made by capitalists rather than 
producing any new wealth. So a boom in finance can delay the onset 
of crisis, but it cannot ultimately avoid it. 

What we are now witnessing is a crisis of the entire capitalist system 
—it is not something that can be blamed solely on banks, nor can it be 
fixed by even the boldest of changes to banking regulations. 

The financial crisis is impacting on manufacturing and the wider 
economy, which in turn makes the original financial crisis worse — thus 
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creating a vicious spiral. 


Should we bail out the banks? 


Many people are rightly asking why it is that the government can find 
billions to prop up the financial system but sits back while people lose 
their homes, jobs and pensions. 

The bailouts are not the answer to the crisis. As the economic 
problems have developed over the last year and a half, we have been 
told time after time that the latest state intervention will solve the 
crisis. So far none of them have. 

The US, Britain and other states have injected massive amounts of 
public money into the system, so that banks can borrow cheaply. 

But there are limits to how much they can do this — the scale of the 
debts is now larger than the output of the entire world economy. 

And there is no guarantee that pumping money into the system 
will achieve anything. The US government attempted the same thing 
after the Wall Street Crash of 1929, yet the recession continued. 

The aim of the bailouts is to encourage banks to start lending and 
investing again. But there is no guarantee that they will do so — or 
that companies would take up the credit. 

If Nissan could suddenly get more credit from a bank than it could 
yesterday, will it decide to take it up and invest to increase car produc- 
tion? Of course not — because it knows that the cars would pile up 
unsold and it wouldn’t be profitable to expand investment. 

This is not to say that governments should simply let banks go to 
the wall. But there is another option — the government could take 
over the banks and run them under public control. 

Governments are bailing out the banks to try to prop up the system 
— not to help workers. 

We should demand measures that help ordinary people, not the 
bankers — banning home repossessions, nationalising companies 
that are threatening to cut jobs or hours, and guaranteeing pension 
schemes. 

We should also remember that the crisis is not an aberration 
caused by irresponsible bankers — it is part and parcel of the logic of 
capitalism. 
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Banks go back to 
bubble bonuses 


by ALEX CALLINICOS 


Can you believe the banks? While the world economic crisis has 
deep underlying causes, it was precipitated by the collapse of the 
credit bubble that had been inflated by major banks in a frenzy of 
borrowing and lending. 

Yet now, it seems, the banks are suddenly making pots of money 
again. “US Banks Unleash a Wave of Optimism” was the main head- 
line in the Financial Times. 

This came at the end of a week in which four major US banks 
— Goldman Sachs, JP Morgan Chase, Citigroup, and Bank of America 
— all announced they had made profits in the second quarter of this 
year. 

Goldman’s, which along with JP Morgan has emerged as one of 
the big winners in the crisis, has also announced a return to the big 
bonuses of the bubble era. It has set aside $11.4 billion for employee 
compensation in the first half of 2009, implying an average payout of 
$770,000 this year. 

Even more extraordinarily, the Washington Post recently revealed 
that the insurance giant AIG, whose collapse last autumn was one of 
the main moments in the financial crash, is in discussions with the 
US government. 

AIG wants to pay out $250 million in bonuses to executives in its 
Financial Products Department. It was this gang’s trading in credit 
derivatives that forced the company into bankruptcy and the arms 
of the government in the first place! 

Meanwhile the banks are flexing their muscles politically as well. 
Much of the hullaballoo for harsh cuts in public spending is coming 
from the City — even though the huge increase in government bor- 
rowing that is used to justify the calls for cuts is a result of the state- 
organised rescue of the banking system last autumn. 

The banks are also dismissive of the fairly timid proposals to regu- 
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late them more tightly that are starting to emerge, for example, by Sir 
David Walker last week. Walker is hardly a hardened Bolshevik — he 
is ex-chairman of Morgan Stanley International — but the Financial 
Times headlined their report on the City’s response, ‘Bankers Hit 
Back at Walker Review’: 

“Commenting on Sir David’s recommendation that financial 
groups should disclose, in a series of bands, how many staff earn more 
than the boardroom average, the chief executive of one investment 
bank said that Sir David had caved in to populist demands. 

“What purpose does this actually serve?’ the CEO asked. ‘It is 
fundamentally wrong to whip up this hatred of bankers.’” 

Whiners like him have no idea of just how widely hated they are. 
A recent issue of Rolling Stone has an article called “How Goldman 
Sachs Blew Up the Economy” that describes the bank as a “vampire 
squid sucking the face of humanity”. 

After having had an almighty fright, the banks are recovering their 
nerve and becoming as greedy and arrogant as ever. 

But their apparent revival is an optical illusion whose real basis is 
the massive and continuing state support for the financial system. 

Thus Citigroup and Bank of America are both desperately weak 
enterprises that only managed to record a profit by selling off valuable 
chunks of their businesses. Between them they owe the US govern- 
ment $90 billion that was injected to shore up their capital. 

Even Goldman’s has profited from exceptional circumstances. 
As companies have rushed to raise more capital by issuing shares, 
Goldman’s has made money by underwriting them. 

More fundamentally, however, an enormous effort has been made 
by the US and British governments and by the European Central 
Bank to shore up the financial system. Thus official interest rates are 
around zero. 

This means that banks can effectively borrow for free — but, as 
everyone knows, they still charge heavily when they lend. 

So the banks may be recovering their swagger, but they are being 
kept afloat on a huge pool of government money that comes from the 
taxpayers. The question is whether or not we are going to let them 
rebuild their power and profits at our expense. 
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The recovery is here! 
(for Wall Street) 


by ADAM TURL and ALAN MAASS 


Happy days are here again for super-bank Goldman Sachs. 

Less than a year after bankruptcies took down some of the biggest 
names on Wall Street, and only months since it received $10 billion 
in bailout money from the federal government, Goldman is looking 
like a winner again. 

It reported record profits of $3.4 billion for the second quarter of 
the year, and its executives are looking forward to the return of their 
mega-bonuses to pre-crisis levels — though CEO Lloyd Blankfein did 
warn his colleagues to avoid the kind of conspicuous luxury purchases 
that might pose further public relations hassles. 

Goldman isn’t alone. JPMorgan Chase recorded $2.7 billion in 
profits, a 36 percent increase over the year before. Citigroup, which got 
around $45 billion in government bailout money, booked $4.3 billion 
in second-quarter earnings, and one of its top oil traders (translation: 
speculator who gambled on the direction of the oil market) is owed 
a cool $100 million in bonuses under his contract. 

All this good news from corporate boardrooms is feeding the 
developing consensus in the mainstream media that the economy 
is on the rebound, and the Great Recession turned out not to be so 
bad after all. 

Sure, there are a couple fewer big-name firms on Wall Street, a 
couple dozen fewer banks across the country (eight dozen fewer, to 
be exact), a couple million homes still in foreclosure. But the same 
commentators who a few months ago were trying to understand how 
their sacred free market had driven the world economy into a ditch 
are seeing economic “green shoots” everywhere. 

The latest case in point in early August: The Labor Department’s 
monthly report showing that the economy lost “only” 247,000 jobs in 
July, and that the unemployment rate dropped by 0.1 percent. Barack 
Obama and his administration took to the airwaves to declare that the 
economy was on the mend - thanks to their policies, of course. 
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It didn’t take much digging into the statistics to discover that the 
news wasn’t all that good. The overall unemployment rate fell even as 
jobs were lost because the number of people who’ve given up actively 
looking for work — and therefore dropped out of the statistics — was 
even greater than the decline in employment. But that information 
was buried beneath the headlines. 

Nor does it require a lot of looking to find evidence of other aspects 
of the crisis that are still getting worse. For example, according to 
housing analysts, the percentage of U.S. homeowners who owe more 
on their mortgages than their homes are worth — and are therefore 
“underwater” — was 26 percent as of the end of March, and that num- 
ber will nearly double to 48 percent by 2011. 

The mainstream media have always had an infuriating tendency to 
judge the health of the U.S. economy on the basis of the Dow Jones 
stock market average and the latest corporate profit statements. 

But the gap between how the economy looks to Wall Street and 
how it looks on Main Street has grown into a chasm. Corporate 
America may be celebrating better days, or at least the end of the 
economic freefall. But for workers and the poor in the U.S. today, 
there’s a lot of pain out there, and the threat of more ahead. 


Conventional wisdom 


If there was a reliable purveyor of conventional media “wisdom,” it’s 
Newsweek's Fareed Zakaria — as he proved again by leading the way 
for the happy-days chorus with an article in June with the incredible 
title “A Capitalist Manifesto: Greed is Good (to a point)”. 

According to Zakaria, the economy seems to be stabilizing, and 
this is a good thing, because even intelligent mainstream economists 
had been freaking out and straying from free-market doctrine with 
proposals to nationalize banks, spend a lot of money to stimulate the 
economy, develop a national industrial policy, etc. 

Fortunately, says Zakaria, capitalism has righted itself, and there- 
fore, “even though we've had an imperfect stimulus package, nation- 
alized no banks and undergone no grand reinvention of capitalism, 
the sense of panic seems to be easing.” 

That's a remarkable statement after the financial cataclysm that 
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has taken place over the past 18 months in the U.S. and around the 
world — and with the signs of a turnaround still so tenuous that a good 
month for jobs is when “only” 247,000 jobs are eliminated. 

It's only possible to write such things because Zakaria keeps his 
focus firmly on the health of Corporate America, and ignores the 
wider situation in the economy for working people, and the long-term 
weaknesses still evident in the system. 

Thus, the “good news” in the July employment statistics pales when 
set against the fact that long-term and overall unemployment remain 
at quarter-century highs. 

Official unemployment may have dropped by a fraction to 9.4 
percent, but if you add in those who have given up looking for work 
and “involuntary part-time workers,” you get an unemployment rate 
closer to 16.5 percent. According to the Center for Labor Market 
Studies, if the government hadn't changed the way it counts jobless- 
ness, the current unemployment rate would be 18.2 percent. 

Employers have been cutting hours as well as jobs. If the number of 
work hours lost in June had been translated into layoffs, there would 
have been an additional 900,000 jobs lost. The average workweek in 
the USS. has fallen by nearly 7 percent — to just 33 hours. 

With declining personal funds available, health care costs still on 
the rise, massive cuts in social spending due to state budget crises, 
and the shredding of the welfare system since the 1990s, U.S. work- 
ers are facing what one British newspaper, the Telegraph, called an 
“unemployment time bomb": 


The reason why this [current crisis] does not “feel” like the 
1930s is that we tend to compress the chronology of the 
Depression. It takes time for people to deplete their sav- 
ings and sink into destitution. Perhaps our greater cushion 
of wealth today will prevent another “Grapes of Wrath,” 
but 20 [million] U.S. homeowners are already in negative 
equity... Evictions are running at a terrifying pace. 


Even before the current recession, more than 10 percent of the U.S. 
population lived below the official (and absurdly low) poverty line of 
$21,203 for a family of four. Layoffs and spending cuts have pushed 
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millions more into poverty (or closer to it). For these people, the crisis 
is still just beginning — and getting worse. 

However, even judging the system on its own terms, reports of the 
rebirth of economic good times are exaggerated. 

Start with the banks, whose return to profitability has gotten so 
much publicity. Accounting tricks have obscured the degree to which 
bad debts are still a problem. The banks may have staved off collapse 
with the help of their friends in the federal government, but accord- 
ing to the Obama administration's stress tests —- which were far from 
overly pessimistic — large institutions are expected to lose nearly $600 
billion in the next two years. 

And no amount of less-bad-than-expected employment reports 
can change the frightening prediction of the International Monetary 
Fund that the world economy will experience its first global contrac- 
tion in 60 years — an overall drop of 1.4 percent over the course of 
the year. 


Productive engine 


What about Zakaria's claim that “with all its flaws, capitalism remains 
the most productive economic engine we have yet invented”? 

His evidence for this statement is that the U.S. economy seemed 
to weather several episodes of financial turmoil in recent decades 
and still experienced a period of prosperity — while “halfway across 
the world...countries like China and India...have been able to grow 
and pull hundreds of millions of people out of poverty by supporting 
markets and free trade.” 

It is true that great wealth was created over the past 30 years. But 
overall, this wealth has gone to a tiny minority at the expense of the 
majority. As Joel Geier wrote in the International Socialist Review as 
the recession was beginning: 


The U.S. economy has tripled since 1973, but all the 
growth has gone to capital, to the employers, to the 
owners, none to labor. Real wages are lower today than 
they were in 1973, 35 years ago. The only way to keep up 
living standards was through working longer hours, and 
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two-income families. Even that wasn't enough; real family 
income is lower today than what it was 10 years ago. 


Thus, much of the wealth created during the neoliberal boom was 
extracted from the working-class majority (in the U.S. and interna- 
tionally) through wage cuts, union-busting, cutting social spending, 
shifting the tax burden down the income ladder, and increasing the 
intensity of work. 

To a lesser extent, workers in advanced industrial economies were 
also squeezed by the “offshoring” of unionized manufacturing jobs to 
lower-wage labor markets abroad. While corporate globalization did 
lead to new industry in some developing countries (especially China), 
the biggest benefits went to Western corporations and local elites. 
Workers in those countries were exploited at a fantastic rate. 

As for the U.S., the chief character of the preceding era wasn't 
prosperity but the relentless increase in inequality. As the Economic 
Policy Institute describes the situation in the State of Working America 
2008/2009: 


Data on income concentration going back to 1913 show 
that the top 1 percent of wage earners now hold 23 per- 
cent of total income, the highest inequality level in any 
year on record, bar one: 1928. In the last few years alone, 
$400 billion of pretax income flowed from the bottom 95 
percent of earners to the top 5 percent, a loss of $3,660 
per household on average in the bottom 95 percent. 


This is the truth of the matter: Workers in the U.S. and around the 
world were already facing tough times before the recession began in 
2008 — and now they're being asked to pay for the current crisis. 

Zakaria doesn't suggest that the system is without flaws. He says, 
however, that the problem is “a crisis of finance, of democracy, of 
globalization and ultimately of ethics" — but not of capitalism itself. 
The disastrous consequences of the Great Recession are put down to 
these aberrations, while the capitalist system itself is revered as “the 
most productive economic engine we have yet invented.” 
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This is hard to take seriously. How and when exactly did Wall 
Street part company with capitalism? The same financial wizards who 
Zakaria criticizes for “greed, miscalculation and eventually ruin” were 
once the toast of all corners of Corporate America, celebrated in the 
pages of the Wall Street Journal, Forbes and, yes, Newsweek. 

When Zakaria complains about a “crisis of morals,” he doesn't 
mean that society has failed to feed the hungry, house the homeless 
or provide medicine to the sick. He's referring to the alleged ethics 
of “self-regulation” in the business world — that business leaders need 
to keep their thirst for profit in check to avoid longer-term problems 
down the road. 

But “self-regulation” in business has always been thrown out the 
window in favor of quick money. It was in the speculative bubbles of 
the late 1920s and the 2000s, and it will be again, so long as the system 
is allowed to continue. 

Similarly, by a “crisis of democracy,” Zakaria isn't referring to big 
business making wholly unaccountable decisions based on what's best 
for their bottom line, or to corporate interests dominating the U.S. 
political system by buying influence with both political parties. 

Zakaria's problem is with the politicians' “failure” to make “hard 
decisions” in the interests of capitalism — by which he means the failure 
to raise taxes (across the board, not just on the rich) and make deeper 
cuts in government spending. 

Zakaria is right about one thing. Capitalism will find a way out of 
its current crisis. But it will do so on the backs of workers, who will 
pay for restored profitability with reduced wages, worse jobs, fewer 
government services, higher tuition, a lower standard of living, and 
higher health care costs. 

It doesn't have to be this way. Workers can organize for an al- 
ternative social and economic system where the wealth of society is 
democratically controlled by those who produce it. That system is 
called socialism. 

As Karl Marx and Frederick Engels wrote — in an infinitely supe- 
rior manifesto — more than 160 years ago, workers “have nothing to 
lose but their chains. They have a world to win.” 
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How the bankers bought 
Congress 


by PETRINO DILEO 


You would think that causing the worst financial crisis since the 
Great Depression might have repercussions. You would think being 
a major factor in the destruction of around 40 percent of the world's 
wealth might get you in trouble. You would think being the cause of 
the worst housing crisis in history — with millions of people losing 
their homes because of you — might force a restructuring of how Wall 
Street does things. 

You would think that. But you'd be wrong. 

For Wall Street's lobbyists in Washington, it's business as usual. 
Since Barack Obama took office, the bankers have succeeded in 
pushing through bogus "stress tests" of financial institutions’ solvency, 
escaping tougher government oversight, and steamrolling attempts 
to give working-class borrowers a break. 

Even the much-hyped limits on CEO pay are being rolled back. In 
mid-June, Barack Obama lifted a five-month-old limit on executive 
compensation at financial firms that took federal bailout money. Ap- 
parently, only $500,000 a year in salaries and other perks was just too 
much of a sacrifice for the financial system to bear. Instead, Obama has 
established a "special master of compensation," who will decide on 
pay to top executives at banks still reliant on government money. 

While having a "special master" oversee pay might sound like a 
big deal, the banks aren't sweating it. "Our people kind of thought 
it was a non-event," one unnamed executive of a large bank told the 
Washington Post. "1 don't think there are worries about it on Wall 
Street." And, the executive added, "It's not like the horrible and un- 
ethical action from Congress, where they were putting artificial caps 
on pay or trying to steal back bonuses." 

The sense of entitlement on display in comments like these is 
staggering — as if the "wizards" of Wall Street deserve the billions in 
compensation showered upon them in the past decade for produc- 
ing what has proved to be fictitious wealth, while destabilizing the 
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economy and destroying the lives of people across the U.S. 

As for legislation aimed at stemming the kinds of predatory 
lending practices that helped exacerbate the housing bubble and 
ultimately triggered the financial crisis, Senate Banking Committee 
Chair Christopher Dodd recently said, "We've got a lot on our plate. 
We've got other things to do." 

Apparently, however, one of those "other things to do" was not 
passing "cramdown" legislation —a measure that would have enabled 
bankruptcy court judges to lower the principal on existing mortgages 
for homeowners facing foreclosure, thereby helping people to keep 
their homes. In that bill, defeated in early May, the Senate sided with 
banks over homeowners by a 51-45 margin. 

Housing rights activists estimate the legislation could have staved 
off 1.7 million foreclosures and preserved $300 billion in home equity. 
Nevertheless, a dozen Democrats in Senate voted against it. 

"Instead of defending ordinary Americans, the majority of the 
senators went with the banks," said the Center for Responsible 
Lending in a statement. " Yes, the same banks who have benefited so 
richly in the [$700 billion Troubled Asset Relief Program, or TARP] 
bailout." 

Meanwhile, the Treasury Department was celebrating the fact 
that 10 banks would be paying back TARP funds — insinuating that 
the financial system is on stable enough ground that the government 
could begin backing off. 
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But the same day that Treasury Secretary Tim Geithner talked up 
the TARP repayments, TARP Oversight Panel Chair Elizabeth War- 
ren said the so-called stress tests, conducted to determine whether the 
big banks were on safe financial footing, should be redone. 

"The employment numbers for 2009 have already exceeded the 
harshest scenario considered so far, suggesting that the stress tests 
should be repeated," Warren's report stated. 


Restraints on credit cards 


There was just one piece of legislation that didn't go entirely the 
banks' way — a bill, signed into law by Obama in May, that put some 
restraints on the out-of-control credit card industry, 

The new law bans increases in annual percentage rate interest 
charges during the first 12 months after opening up an account. 
Consumers must get 45 days' notice of changes in rates or contracts, 
and 30 days' notice for account closures. The law also eliminates the 
notorious practice of "double billing," in which credit card issuers 
impose finance charges based on balances already paid. 

Yet even here, industry lobbyists were able to block changes sought 
by industry critics. Crucially, there's still no cap on the interest rates 
that credit card companies can charge. 

That's why John Taylor, chief executive of the National Community 
Reinvestment Coalition, said in a recent interview: "It's the bottom 
of the ninth, and it's bankers 10, consumers zero. It's like being in a 
street fight, and you and a few friends just went up against 100 other 
people, and you're just picking yourself up off the ground. And you're 
just bloodied." 

One reason bank lobbyists have been so successful is that they 
have convinced Congress to take on financial issues piecemeal, rather 
than ina single piece of legislation. That way, the lobbyists could focus 
on one battle at a time. 

And on each bill, they made the case that new rules would restrict 
credit and jack up interest rates, thereby hurting consumers. Overall, 
the financial industry spent $42 million in lobbying efforts in the first 
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quarter of 2009 — even as many banks were still being bailed out with 
taxpayer money. 

By and large, this tactic has been successful. Scott Talbott, a lobbyist 
at the Financial Services Roundtable, admitted, "We knew we were 
going to be up against it. Yeah, we know it was going to be a tough 
year. And so far, it has not been a tough as expected." 

So despite Wall Street's greatest crisis since the 1930s, the banking 
system is still calling the shots in Washington. Indeed, in a rare moment 
of candor, Democratic Senator Dick Durbin said: "The banks — hard 
to believe in a time when we're facing a banking crisis that many of 
the banks created — are still the most powerful lobby on Capitol Hill. 
And they frankly own the place." 

What's more, the same people move seamlessly back and forth 
between the corridors of power in finance and politics. Consider the 
case of Michael Paese, an ex-JP Morgan employee who became the 
top staffer to Barney Frank, chair of the House of Representatives 
Financial Services Committee — which oversees Wall Street. Last 
September, Paese bolted to become Goldman Sachs' top lobbyist. 
There he replaced Mark Patterson, who, in turn, left Goldman Sachs 
to become chief of staff at the Treasury Department. 

Goldman Sachs, remember, is the firm that was run by former 
Treasury Secretary Henry Paulson before he went to Washington 
to work in the Bush administration. And don't forget that Treasury 
Secretary Timothy Geithner himself is a disciple of Ronald Rubin, 
another former Goldman Sachs executive turned treasury secretary 
during the Clinton administration. 

Given this Wall Street-Washington circuit, it's little surprise that 
Barney Frank has written a piece of legislation on lending "reform" 
that seems tailored to Wall Street. 

His proposed measure has nine consumer, housing and civil rights 
groups up in arms. The National Consumer Law Center, for example, 
says the proposed legislation would "do more harm than good" — and 
added in a statement, "The bill is complex, convoluted and simply 
will not accomplish its main goal — to fundamentally change the way 
mortgages are made in this country." 
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Revolving door 


Just in case the Wall Street/Washington revolving door isn't sufficient 
to get their way, the finance capitalists spread enormous amounts of 
money around Congress. 

In the 2008 election cycle, securities and investment firms donated 
a whopping $154.9 million to political campaigns — $57 million more 
than the 2004 elections, according to OpenSecrets.org. Of that, 57 
percent went to Democrats and 43 percent to Republicans. Real 
estate, which became deeply enmeshed with Wall Street during the 
housing bubble, donated another $136.7 million. The split was 49 
percent Democrats and 51 percent Republicans. 

Commercial banks, meanwhile, contributed $37.1 million to poli- 
ticians — the most ever from that sector — with 48 percent going to 
Democrats and 52 percent to Republicans. Lastly, hedge funds tossed 
in another $16.7 million — four times as much as the sector had donated 
in any other election cycle. Hedge funds favored Democrats by a 65-35 
percent margin. Altogether, that comes to $345.4 million. 

While the numbers may have been larger than ever, Wall Street 
has long bought members of Congress in both parties to advance its 
legislative agenda. And it was a Democrat — President Bill Clinton 
— who signed into law two key pieces of legislation that set the stage 
for the current financial crisis. 

The Gramm-Leach-Bliley Act, passed by a Republican Congress 
in 1999, repealed the Depression-era Glass-Steagall laws, which had 
separated risky investment banking from traditional, deposit-taking 
commercial banks. A year later, Congress passed the Commodity 
Futures Modernization Act, which kept large parts of commodities 
trading beyond the reach of regulators — including complex financial 
instruments that triggered the financial meltdown. 

Today, Democrats have total control of the legislative process. But 
Wall Street is still getting its way, despite the bankers' shattered cred- 
ibility for their role in crashing the economy. Real financial reform that 
provides relief to working people will come only when social move- 
ments can put enough pressure on politicians to force them act. 
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Iceland — what happened? 


by JACK SMART 


The Icelandic economy is prosperous and flexible. 


(IMF 4 July 2008) 


(There is) a very real danger...that the Icelandic economy, 
in the worst case, could be sucked with the banks into the 
whirlpool and the result could be national bankruptcy. 


(Iceland’s Prime Minister Geir Haarde - address to the 
nation 6 October 2008) 


What happened to Iceland in the period of three months to explain 
this change? Of course we have pointed out in the past the arrogance 
and stupidity of the bourgeoisie and its representatives in such insti- 
tutions as the IMF, who clearly made a mistake in their assessment 
of Iceland’s economy. But Iceland has been particularly badly hit by 
the current world-wide crisis of the capitalist system. 

To explain the particular crisis with Iceland’s banks, we can do no 
better to turn to an article written in the Financial Times on 1 July 
2008 by Robert Wade, a Professor at the London School of Economics. 
Professor Wade explains that prior to 2000, most of Iceland’s banks 
were publicly owned and run with a conservative approach to issuing 
loans and credit. Real interest rates, i.e. interest rates taking Iceland’s 
relatively high inflation rate into account, were low and even negative. 
Credit was not given easily and it was hard for individuals to obtain a 
loan. Under the pressure of the capitalist class, envious at the massive 
profits being made by banks elsewhere, Iceland’s banking system was 
deregulated and privatised in 2000. 

To quote Professor Wade: 


The banks were privatised in 2000 in a hasty and politically 
driven process. Ownership went to people with close con- 
nections to the parties in the conservative coalition govern- 
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ment which had scant experience in modern banking. 


The banking regulators “preferred as light a regulatory touch as 
possible.” Of course what the Professor Wade means by this is that 
the elite in Iceland saw the opportunity to make a quick buck out of 
the banking system and arranged matters accordingly. Parliamentary 
democracy was seen as merely a means to this end. These actions were, 
of course, applauded by the capitalist class worldwide and lauded by 
such institutions as the IMF. 


Deregulation 


The banks, hitherto operating mainly as domestic clearing banks, ex- 
tended their operations to investment banking. Deregulation allowed 
banks, companies and individuals to borrow vast sums of money and 
this fictitious capital led to a massive boom. Much of this money came 
from outside of Iceland in what is known as the ‘carry trade’. This is a 
way for capitalist speculators and swindlers to borrow money outside 
Iceland, e.g. in the Eurozone, at low interest rates, exchange it into 
Icelandic Krona, and to lend it to banks, companies and individuals 
in Iceland at higher interest rates. The difference between the two 
interest rates was pocketed by the capitalist as profit. 

While interest rates in places like the Eurozone remained low and 
credit in these places freely available, the merry-go-round continued. 
Banks and companies borrowed heavily to fund investments both in 
Iceland and abroad. They engaged in an overseas investment drive 
buying up stakes in Europe including many leading British companies. 
The Icelandic Central Bank gave up reserve requirements and tried 
to curb the rising inflation caused by the financial boom by increas- 
ing interest rates as high as 15%. This just led to a greater influx of 
foreign capital, an increase in the carry trade, and further boom. The 
miracle of Iceland’s economy was proclaimed, indeed some bourgeois 
ideologue announced that it was “the world’s first country run like a 
hedge fund”, implying that Iceland was a model for the future. 

Of course the merry-go-round could not continue for ever. Over 
the past year, as the economic crisis has intensified, banks have been 
reluctant to lend and have been calling in their loans. The carry trade 
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into Iceland ended and the loans made to Icelandic banks had to be 
repaid. The problem was that by now Icelandic banks had a high level 
of leverage, i.e. debt to real assets. The FT reported on 8 October 2008 
that according to the central bank of Iceland, the money owed by the 
country’s banks to foreigners amounted in the second quarter of 2008 
to six times Iceland’s GDP (annual national income). Iceland had be- 
come in capitalist eyes a “reasonably large banking system with a small 
country attached” (FT 8 October 2008), but the banking system itself 
was in crisis. The Icelandic Government introduced panic measure and 
ordered banks to sell foreign assets and repatriate the monies raised. 
On 5 October the Government announced that there was no need to 
introduce special measures. In the midst of the world financial crisis 
the very next day a bill was introduced into Parliament, and passed 
with opposition support, allowing the Government to take over the 
banks. That same day the Prime Minister addressed the nation and 
announced “the outlook is grim for many”. 


Nationalisation 


The stock market was suspended and as the banks did not have 
enough money to cover their debts. One by one they were nationalised. 
Landsbanki was nationalised on 7 October which prompted the British 
Government to freeze an estimated £4bn of assets of Landsbanki using 
anti-terrorist legislation on the basis. The legal justification for doing 
this was to combat “action to the detriment of the UK’s economy” 
— the British Government claimed that it had used its powers to pro- 
tect British retail depositors as it was not clear whether Landsbanki 
would cover its obligations. As the Financial Times explained, “For 
those with money tied up in its [i.e. Iceland’s] banking system...the 
losses threaten to be large”. (FT 8 October 2008). Not content with 
labelling the actions of a bank as a terrorist action, the next day the 
British Government placed the UK subsidiary of the Icelandic bank 
Kaupthing into administration thus causing the parent company based 
in Iceland to go into technical default. The Icelandic Government 
were thus forced to nationalise Kaupthing also. 

Of course this is the way the capitalists and their representatives 
behave towards one another. The British Government does not repre- 
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sent the workers of Britain, any more than the Icelandic Government 
represents the workers of Iceland. When the profits of their capitalist 
class are threatened, the British Government takes whatever action it 
can, especially against a smaller less powerful country. Thus the seizure 
of assets of Icelandic banks in the UK went ahead regardless of the 
effect on their ally. In return the Icelandic Government was able to 
play the nationalist card and try to shift some of the blame onto the 
actions of the British Government. In reality, the fault lies with the 
madness of the capitalist system. 

Iceland’s banks were not exposed to the sub-prime loans which 
started off the credit crunch last year. They have been caught up in 
the speculative bubble that world capitalism has gone through in the 
recent period — a bubble that has now burst. Now the Government has 
nationalised the banks, the state clearly does not have the resources 
to meet all the banks’ liabilities and is facing bankruptcy. In 2000 the 
combined assets of Iceland’s banks were just below one year’s GDP; 
earlier this year, it was estimated that these assets, funded by debt, 
were now around 10 times GDP. 

It has been reported that the Government are negotiated a loan 
with Russia and separately a loan with the IMF. As the workers of 
Argentina know, the IMF makes sure that the working class pay for 
the extravagance of the ruling class. In any case, whatever additional 
debt the Government incurs to meet the short-term crisis, it’s clear 
that on the basis of capitalism there are no credible solutions for 
Iceland’s workers. In the middle of the bank nationalisations, a woman 
was quoted in the British press as saying: 


| didn’t have any money before all this, and | haven’t got 
any now... | know of a guy, he was worth 3bn Krona be- 
fore last weekend, and 600m after it. But his wife is still 
shopping at Prada. 


(Guardian — 8 October 2008) 
What a comparison between the sacrifices the members of each class 
have to make in this crisis. Unfortunately, this is just the beginning; 


conditions will get worse for the working class. This contrast between 
the privileged and poor will not be tolerated for long. 
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Iceland: Devastated by 
global crisis 


by PER-AKE WESTERLUND 


Following daily street protests, Iceland’s right wing coalition government, 
led by prime minister Geir Haarde, resigned on 26 January, paving the 
way for new elections on 25 April. An interim government of the Social 
Democratic Alliance and the Left-Green Movement has taken office 
until then. 

Mass protests in, to date, the worst hit country in the global economic 
crisis, have been referred to as a ‘fleece’ or ‘saucepan’ revolution. Among 
those who have come onto the streets, there are discussions about the 
need for a new political force. 

In a few months Iceland went from being the fifth richest country in 
the world — based on GDP per capita — to experiencing the worst crisis of 
all countries, so far. The super-indebted Icelandic banks were nationalised 
in an attempt to limit the crisis. 

Today, 70% of all companies and 40% of households are technically 
bankrupt. Output (GDP) is expected to drop 10% this year. Unemploy- 
ment increased from 6% to 9% in December alone, inflation is close to 
20%, while interest rates are at 18%.The currency, the Icelandic krona, 
is hardly exchangeable. 


Widespread hatred 


There is a widespread hatred against the bankers who orchestrated the 
crisis and their friends, the politicians. From 20 January, when parliament 
restarted after the holidays, daily protests were organised. 

The main slogan was “incompetent government” and the demand 
was for new elections. Most people brought cooking pans and other 
improvised objects to drum on. 

In protests late at night on 22 January, stones were thrown at the police, 
with two policemen injured. The police used teargas and pepper spray 
and 20 people were arrested in the first major attack on a demonstration 
since 1949, when Icelanders demonstrated against Nato membership. 

One of the protesters said: “No one has resigned and no one has been 
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fired. They are hard at work at getting what little is left here back into the 
hands of those who crashed our economy to begin with.” 

Demonstrators demanded that money promised from the IMF and 
governments should not be paid out to the present government. In total, 
$10 billion has been promised in ‘rescue packages’. The IMF deal includes 
severe demands for budget cuts and high interest rates, both measures 
that will deepen the crisis. 


New elections 


On Friday 23 January, Haarde suddenly declared new elections for 9 
May [now 25 April]. At the same press conference, he announced his 
resignation as leader of the Independence Party, and revealed that he has 
cancer. The following day, Minister of Commerce, Bjorgvin Sigurdsson, 
resigned at the same time as sacking the boss of the state authority 
responsible for financial supervision. 

These announcements, however, did not break the momentum of the 
protests. On Saturday, 8,000 people gathered, demanding the government 
resign immediately. 

In opinion polls the opposition Left-Green Party has doubled its sup- 
port since the last election two years ago, to 32.6%. The two governing 
parties have lost a combined 22% .The Independence Party’s ratings have 
fallen to 22.1% and the Social Democratic Alliance to 19.2 %. 

This is a clear indication that people are looking for a more radical 
alternative. The Left-Green Party is seen as the most anti-capitalist party, 
previously profiling themselves mostly on environmental issues. 

The Left-Greens also stand for renegotiations on the International 
Monetary Fund (IMF) deal and for Iceland to leave Nato. Opinion in 
favour of joining the European Union, which surged when the currency 
collapsed last year, has already started to dwindle. Today, 38% want to 
join, compared to over 50% in October. Many understand that foreign 
aid will not come without strings. 


Revolution? 


The mass demonstrations in Iceland, like recent protests in other 
European countries, show the willingness of people to try and take control 
over their own lives. They no longer trust politicians or capitalists. This 
has given rise to a lot of discussion about whether what is happening is 
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a revolution. 

“The word ‘revolution’ might sound a bit of an overstatement, but 
given the calm temperament that usually prevails in Icelandic politics, 
the unfolding events represent, at the very least, a revolution in political 
activism,” Icelander Eirkur Bergmann wrote in the Guardian. 

The lesson from mass movements in other countries in recent years 
is that unpopular regimes can be overthrown. But to alter the economic 
and political conditions in society the working class and its allies need 
their own party with a programme for socialist change. 

In Iceland there will be a concerted campaign from national and 
global capital to submit to the IMF conditions. Any government that is 
not prepared to challenge the capitalists who have caused the crisis will 
come under enormous pressure to make huge cuts in living standards 
for working people. This is the case even if a Left-Green government is 
established, or a government of ‘experts’, as some of the protesters have 
proposed. 

Workers and youth in Iceland have already drawn important conclu- 
sions. New experiences will force them to look hard for alternatives. Trans- 
forming the situation in Iceland would need a fully socialist programme 
of nationalisation of all major parts of the economy, under democratic 
workers’ control and management. 

The beginnings of a movement against capitalism in Iceland must be 
welcomed and encouraged by workers and activists internationally. This 
is just the first indication of what is to come as more and more countries 
fall into recession and mass revolt begins to develop. 
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Can the Left-Greens 
rescue Iceland? 


by DEREK WALL 


After 18 years of neoliberal governments dominated by the Icelandic 
Independence Party, the Social Democratic Alliance on 27 per cent 
and the Left-Greens Movement on 21 per cent now have an absolute 
majority in parliament. 

The Social Democratic Alliance was formed as a result of the 
Women’s Party and other left parties merging during the 1990s. Those 
who rejected the merger created the Left-Greens Movement and the 
biggest gains in April’s General Election, forced by street protest, 
were made by the Left-Greens. The ecosocialist Left-Greens are part 
of Europe’s Nordic Green Alliance, a group of Communist and other 
Left parties, rather than European Green parties. 

The left victory should be celebrated for a number of reasons. The 
Left-Greens have gained at the expenses of the rightwing free market 
parties because of their proud record of pointing out the risks of fail- 
ing to regulate the banks and relying on finance capital. They and the 
Socialists are keen to diversify the Icelandic economy and to make 
sure that finance capital is no longer king. Both ruling parties believe 
in raising income tax on higher earners and are pledged to preserve 
workers rights and the Icelandic welfare state. The victory has also 
delivered the world’s first openly lesbian prime minister. 

The Left-Greens are also hostile to NATO and are keen to main- 
tain a demilitarised Island. There are number of big challenges for the 
coalition government. The Social Democrats are keen to fast-track 
Iceland into the European Union. The Left-Greens are, in contrast, 
eurosceptics who see the EU as a capitalist club. All parties are wor- 
ried that Iceland’s reputation as the most sustainable fishing nation 
in Europe, with relatively successful policies to conserve cod, could 
be destroyed by entry into the EU’s common fisheries policy. 

The economic crisis remains severe and essentially the far from 
green or socialist IMF is in control. Although the coalition insist they 
will not cut welfare, the IMF have insisted that interest rates, currently 
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at an astonishing 17 per cent, remain high and that vigorous efforts 
are made to cut spending. 

Environmental policies that the Left-Greens held in opposition 
seem to be less apparent in victory. Much to everyone’s surprising the 
Left-Green fishing minister has upheld whaling quotas, which means 
despite a green coalition government, Iceland remains Europe’s only 
whaling nation. 

According to Saving Iceland, a coalition that has been taking non- 
violent action to protect the island, a key signal of where the country 
is likely to go will be a decision whether to give the go ahead to a con- 
troversial aluminum smelter. Jaap Krater from Saving Iceland notes 
‘The Left Greens have not done as well as they hoped for. What has 
been more disappointing, they have supported putting public money 
into construction of a new Century Aluminum smelter just south of 
Reykjavik, because Century had difficulty financing the project. It is 
also noticeable that one of the more vocal opponents of the aluminum 
industry, Kolbrin Halldorsd6ttir, has been ousted. Perhaps she was 
too much of a genuine environmentalist.’ 
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So far from being Europe’s Cuba; a plucky ecosocialist island 
resisting neoliberalism, the coalition may have relatively little space 
to resist continued neoliberal policies. Margaret Wright, a Green 
Party councilor from Cambridge and a member of the Green party’s 
International Committee, visited Iceland during the election and is 
far more optimistic: 

‘At a meeting with Ogmundur Jonasson, re-elected member of the 
Red/Green Group, I heard the classic case Greens make against EU 
membership — free trade, conventional economic growth, potential 
militarisation, centralisation and loss of regional autonomy. I also 
heard the priorities of the Red/Greens as they enter government. 
They included 


e the upgrading and protection of the welfare state, which long 
years of rightwing rule have undermined; 

e protection of natural resources and the environment, owner- 
ship of Iceland’s resources which are currently in danger of 
falling into other’s hands; 

e a diversified economy, sustainability, democracy and gender 
equality; 

e military non-alignment with withdrawal from NATO. 


Across Europe, Green parties and the left have been swept into 
coalition governments over the last decade, with often mixed results. 
Typically the German Greens stoutly resisted the Iraq war, prevented 
Germany from sending troops and halted nuclear power but sup- 
ported free market economic policies and the war in Afghanistan. 

Maybe the Icelandic left government should look to Latin America 
for a better model for resisting neoliberalism and creating social trans- 
formation. For the rest of us in Europe, we should give two cheers and 
what solidarity we can but should not let up in calling for Iceland to 
pursue Left-Green policies ranging from opposition to whaling to a 
rejection of IMF control. However according to Jaap Krater, ‘Hope- 
fully Icelandic people that woke up due to the economic crisis will 
not now fall asleep, and will demand an end to these projects that do 
not make environmental or economic sense.’ 
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Australia: Banks are bastards 
by PETER ROBSON 


The Reserve Bank (RBA) of Australia announced on October 7 that they 
would cut the official interest rate by 1% — the largest single cut since 
1992 — in response to the US financial crisis. 

The RBA decided on the interest rate cut in order to stimulate the 
banking sector and the economy more generally. However, the small gains 
made on the Australian Stock Exchange on October 7, directly after the 
rate cut was announced, were wiped out within 15 minutes of trading the 
next day, with a drop of 4.7% that brings losses on the ASX this year to 
a total of around 30%. 

While the cut failed in its immediate attempt to strengthen the 
ASX, a cut in interest rates could significantly improve the situation for 
Australians with mortgages. However, the four major Australian banks 
— Westpac, the Commonwealth Bank, ANZ and the National Australia 
Bank — have said they will only pass on interest rate cuts of 0.8%, ef- 
fective from mid-October. 

The economic meltdown in the US, which is spreading to Europe, will 
impact most heavily on the poor, with house repossessions leading to in- 
creased homelessness while unemployment also dramatically increases as 
companies “downsize” to reduce costs. The internationalisation of trade 
means that Australia, despite its current resource boom, is not immune to 
the problems in the US market — as can be seen in the dramatic losses 
on the ASX on October 8. 

Further exacerbating the impact of the current financial turmoil on 
working people is the current system of superannuation, which places 
workers’ pension funds in compulsory investment schemes. This leaves 
workers’ future survival exposed to this deep financial turbulence: 
people’s retirement savings could vanish altogether. 

When the so-called “sub-prime” mortgage crisis was first exposed in 
July, the financial repercussions wiped an average of 6.4% off the value of 
most superannuation funds, with some showing losses as high as 15%. 

In this context, with the added pressure of ever-increasing food and 
fuel costs, banks passing on the full interest rate cut would be welcomed 
by working people suffering in the wake of economic downturn. If passed 
on, the cuts would lead to reductions on mortgage repayments and, as a 
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result, generally a reduction in rents. 

The 0.8% cut translates into a $273 reduction in monthly repayments 
on a $500,000 mortgage. 

Sharan Burrow, Australian Council of Trade Unions president, has 
criticised the banks for not passing on the full value of the interest rate 
cut. She told the October 8 Australian that the four major banks had a 
combined after-tax profit margin of $15 billion a year and were in the 
top 20 of banks with the highest credit ratings worldwide. 

In addition, Burrow noted that over the March quarter banks had 
increased their income from fees and commissions by 40% to $4 billion 
and that their income from interest had totalled $32 billion over the 
same period. 

“The days of excessive bank profits at the expense of home buyers and 
working Australians are over. Banks need to lower their profit forecasts 
and cut their fees, charges and loan margin”, Burrow said. “There should 
be no short-changing of working families from the banks today without 
transparent evidence and the requirement for a benchmark which will see 
those interest rate cuts flow to families struggling to pay their mortgages, 
to pay their bills on a weekly basis.” 

The banks should pass on the full value of the interest rate cut to 
consumers. The October 8 announcement by the Commonwealth Bank 
that it intends to buy Perth-based Bank West for $2 billion indicates the 
bank is in a strong enough financial position to pass on the full cut. 

Banks play a crucial important role in the lives of working people: 
we need somewhere to store our money, somewhere to borrow from in 
order to buy our house. But the current financial situation raises ques- 
tions about the whole system of a private banking sector run for profit, 
in which people’s hard-earned life savings are gambled on increasingly 
volatile international markets. 

The question of the nationalisation of banks has a precedent in 
Australian history. In 1947, then-PM Ben Chifley announced his Labor 
government’s plan to nationalise the country’s banks. The plan never 
went ahead, but 60 years later, as banks cry poor and claim they cannot 
afford to pass on the full 1% rate cut, they should be nationalised in the 
interest of the public. Superannuation funds could then be placed in a 
government trust rather than in the casino economy, which is obliterating 
the future incomes of millions of people. 
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Mexico: Protests target banks 


by RACHEL EVANS 


On March 3, thousands rallied outside the headquarters of the As- 
sociation of Mexican Banks (AMB), in the centre of Mexico City, 
to denounce speculation, bank fees and the national government’s 
response to the economic crisis. The rally was called by Andres 
Manuel Lopez Obrador and the Party of the Democratic Revolution 
(PRD). This was part of a two month “people’s economy” campaign, 
culminating in a mobilisation of people from across the country in 
the centre of Mexico City. 

Lopez Obrador was the PRD’s presidential candidate in 2006, 
who was robbed of victory by a widely acknowledged large-scale 
fraud. He is popularly known as the “legitimate president” and the 
movement against the theft of the 2006 presidential elections was 
one of the largest in Mexican history, with demonstrations involving 
as many as 2.5 million people. 

In front of a spirited crowd at AMB, Lopez Obrador denounced 
President Felipe Calderon, arguing that his cabinet should receive 
awards for ineptitude. He claimed the auction of more than US$20 
million by the Bank of Mexico to stop the fall of the peso was “for 
the sake of powerful merchants”. 

The decisions taken by the government, he argued, “benefit bank- 
ers, big businessmen, traffickers and corrupt politicians who for their 
voraciousness are destroying this country”. 

The economic crisis is badly affecting working people in Mexico, 
with as many as 6000 workers losing their jobs per day. 

Lopez Obrador and the PRD have been calling for the Calderon 
government to establish an emergency fund to address the crisis by 
reducing $200 billion of waste presently within the government. 

Measures to eradicate waste include include reducing top govern- 
ment, administrative and judicial functionaries salaries by half, and 
eradicating the exorbitant pensions granted to ex-presidents. 

The rally demanded four matters be addressed by the Calderon 
government and AMB. Firstly, a thorough-going investigation into the 
people, companies and banking institutions that buy cheap interna- 
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tional reserves from the Bank of Mexico. 

Secondly, Lopez Obrador denounced the abuses by the financial 
institutions against bank-users, and announced more support should 
be given to victims charged excessive rates on credit cards and mort- 
gage rates. 

Thirdly, Lopez Obrador condemned the fact that currently “banks 

do not perform a function that assists the development of the coun- 
try”. 
On the contrary, “they charge commissions and interest over and 
above international standards, do not award credit to productive 
sectors and devote themselves to speculative behaviour and living 
off the treasury”. 

Finally, Lopez Obrador denounced the banks for “destroying the 
country”. 


Communal banks of Venezuela receive 
big boost 


by TAMARA PEARSON 


As Venezuelan President Hugo Chavez handed over credits to over 
a thousand communal banks in November 2008, he highlighted the 
need for social networks of distribution and for the private banks to 
also contribute. 

"We're preparing for a large expansion of the communal banks,” 
Chavez said during a ceremony to hand over funds to communities 
in Caracas. 

Communal banks are social organizations that administer the 
financial and non-financial resources of the communal councils, the 
organizing mechanism of communities. Through the communal banks, 
organized communities can finance social projects, assist members in 
cases of emergency, and make social investments. 

In the 2009 budget, he explained, BsF 3.4 billion (US$ 1.6 billion) 
has been assigned to the communal banks. That is, almost three times 
the amount for 2008. 

Chavez noted the irony that while large, small and medium sized 
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banks are collapsing around the world as a result of the financial crisis, 
Venezuela is “giving birth to thousands of banks that are banks of 
the people, the communal banks, the banks for popular power... and 
[this] popular power is vital for the future of the revolution... so this 
..can't fail." 

However, he highlighted the importance of the national govern- 
ment coordinating with regional and local governments in order to 
develop plans that work well together. 

"The resources for the communal banks can't exclusively come out 
of the national budget. [They must also come from] the state budgets, 
the local budgets... the governors and mayors must direct resources 
to popular power,” he said. 

However Chavez also invited the private banks and companies to 
support the communal councils. He felt that with the large amount 
of profits they make, they could better contribute to the financing 
of the communal councils. He called for a meeting between the vice 
president, the minister for communal economy, and private bank 
representatives to evaluate the idea for 2009. 

"I'm prepared to make an agreement where [the private banks] 
make a fund and the government makes another fund to support 
the communal councils. Maybe they can deposit something similar 
to what the government deposits, and like this we would raise BsF 7 
billion (US$ 3.3 billion)." 

Chavez is also encouraging the communal councils and the national 
government bodies to create networks of social distribution of the 
products that are made in the socialist companies and collectives. 

The idea of such a network would be to counteract the capitalist 
networks of production, which have been generating speculation in the 
price of products. Also, he outlined, the network should sell products at 
a price that corresponds more to the true value, and with a profit that 
is necessary to sustain the family of the producer or intermediary. 

"The produce of the collectives shouldn't go to the speculative 
capitalist market,” he said, and added, “We can't allow ourselves to 
fall into the exploitative dynamic that capitalism generates, where 
the producer spends 1 bolivar, and the product ends up costing the 
consumer 30 bolivars." 

Hence, he stressed, the main aim of the network would be to de- 
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crease prices by the time the product reaches the consumer. 

At the ceremony, Chavez delivered BsF 300 million (US$ 140 mil- 
lion) credit to 1,000 communal banks from across the country through 
the Micro-financing Development Fund (Fondemi). 

He concluded that giving money to the communal banks is one 
way of redistributing the power that was “in the hands of the bour- 
geoisie who controlled the resources of the country...they managed 
the whole economy." 

According to Chavez, there are currently 3,500 communal banks. 
In order to receive credits and resources, the spokespeople of the 
communal banks must go through a process of formation that Fon- 
demi provides. 


Venezuela will take over private banks 
that fail, says Chavez 


by JAMES SUGGETT 


In contrast to the governments of countries in the Global North, 
including the United States, France, and Britain, Venezuela will expro- 
priate, not bailout, private banks that fail amidst the world financial 
crisis, President Hugo Chavez announced. 

“If here in Venezuela something similar [to the failure of banks in 
the North] happens, have no doubt that I am not going to give even 
a cent to the bankers, I’ll take their banks from them, I’ll expropri- 
ate them,” Chavez said during an inauguration ceremony for the 
construction of a new international airport in the state of Barinas in 
November 2008. 

Chavez said it is “strange” that rich countries say there is no money 
to fight against poverty, then they quickly summon hundreds of bil- 
lions, “not to produce food, medicines, and to give education, but to 
help out the broken banks.” 

Also, the president repeated his past assurances that the Venezu- 
elan economy will not fall victim to the financial crisis, and that his 
government will tighten the screws on funding this year in order to 
make projects more efficient. 
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FEEDBACK 


Send a letter (500 words max) on any topic to UNITY letters, Box 13-685, 
Auckland or daphlawless @randomstatic.net 


Aussie owned banks sourced 40% of funding from 
overseas — that’s the problem 


Rod Oram in his article, “Doomsayers have got it wrong” in the 
Sunday Star Times (26 Oct 2008), writes: 


Still, the banks deserve criticism. They scooped up easy, 
low-cost credit overseas over the past decade and ag- 
gressively lent it to households here, fuelling the debt- 
driven consumer and housing boom. In doing so, the 
banks made a mockery of monetary policy. They showed 
how ineffectual the Reserve Bank's official cash rate is in 
guiding the economy. 

The second argument for impending financial disaster 
is equally misjudged. Yes, it's true the four Australian- 
owned banks that constitute 90% of our banking system 
are heavily dependent on overseas funding. Because we 
are such poor savers, they raised 40% of their funding as 
of February this year from overseas sources for a total of 
$116.5 billion. That was almost a four-fold increase from 
$33.5b, or 29.6% of their funding, in December 1998. 
And, incautiously, they borrow short — on average terms of 
less than a year — but lend long for the likes of mortgages. 
That wasn't a problem when the world was awash with 
credit as it was over the past decade. But it has been a 
problem since global credit markets began collapsing in 
August last year. 


When Oram says, “because we are such poor savers", he means NZ's 
slave-level wages caused by 25 years of attacks on unions and other 
wage-growth restraint policies has left 80% of the population with no 
savings safety net. It also means that the rich are worried that there 
is not a pool of wealth that can be readily tapped to dig the system 
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out of the mire, unlike after the 1987 crash when most households 
owned their own dwelling and had savings. 

The fact that the banks “raised 40% of their funding as of February 
this year from overseas sources for a total of $116.5 billion” is the real 
worry. As the fake economy of derivatives and the non-existent assets 
that underpin them (like sub-prime loans) is around six times the 
size of the “real” trading economy, and the focus of the international 
bailouts is a pathetic attempt to pay down this fake economic debt at 
the expense of the real economy, you can only expect it is going to get 
much harder to borrow money. On Oram's figures, I would remove 
40% of available capital and do the numbers again and see what kind 
of interest rates/house prices/economic picture you come up with. 


PETER DE WAAL 
Auckland 


Adult education 


It hasn’t taken long for the National government to start showing its 
true colours. Despite John Key’s nice-guy image, the real agenda is 
that of any other National government — look after the rich, screw 
the poor. 

Social Welfare Minister Paula Bennett, in particular, seems to be 
intent on emulating Piggy Muldoon when it comes to dealing with 
opposition to her government’s policies. When solo mothers Natasha 
Fuller and Jennifer Johnston publicly opposed proposals to cut train- 
ing allowances to beneficiaries, Bennett released details of their do- 
mestic purposes benefit payments to the media. She claimed that she 
did this to show that the women already received a generous amount 
from the government, and expressed dismay at the predictable nasty 
attacks in the press and on talkback, mostly from the sort of people 
who think that women who dare to get pregnant outside marriage 
or leave an abusive or unhappy relationship should be punished for 
their wickedness. 

Other commentators have pointed out that Bennett herself took 
advantage of similar allowances when she was a solo parent on DPB. 
One would think that these women are the type of person that Ben- 
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Paula Bennett 


nett would hold up as examples to be followed — women who are 
studying to better their chances of employment and getting off the 
benefit. But apparently not, if they don’t express undying gratitude 
to the government for not forcing them to starve. 

One commentator to line up with Bennett was Rosemary McLeod 
of the Sunday Star-Times. McLeod has in the past been sympathetic 
to women victimized by violence. You could assume that she would 
also be opposed to the violent personal attacks these two women 
were subjected to on talkback and in the letters columns, let alone the 
violation of having their private details revealed to the media. But no, 
according to McLeod, these women deserved what they got. 

“Rather than damning Social Welfare Minister Paula Bennett for 
releasing details of their incomes, we should marvel that the two solo 
mothers involved in last week's stoush did not expect to face scrutiny 
themselves. That was, at best, naive,” says McLeod. She continues, “if 
you take money from the taxpayer, you have an obligation to disclose 
where it goes and why if you go public about it. We expect govern- 
ment departments and politicians to be accountable, and so should 
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any individual who receives money from the state.” 

The 1930s docudrama “Life’s A Riot” shown on TVNZ recently, 
included scenes where an elderly couple had their pension stopped 
after a neighbour complained (incorrectly) that they were spending 
part of their pension on alcohol, and where a mother claiming food 
assistance was asked if her husband smoked. Perhaps McLeod would 
like us to go back to those days. 

So what were the generous amounts paid to these ungrateful wom- 
en? Well, the minister told us that Johnston gets $553.95 a week net, 
and Fuller $715. Just to give us some perspective on this, my weekly 
net wage is more than Johnston’s and about the same as Fuller’s. I 
am single, childless and paying off a mortgage. I have barely enough 
to do that as well as feed and clothe myself, run a car and pay rates, 
insurance and utilities. I have a housemate who pays $120 a week; 
without that I would be struggling. 

So why is everyone acting as if these women are wealthy bludgers 
living off the taxpayer? Yes, there are certainly working families 
who get less than they do. That's because the minimum wage in 
this country is only $12.50 per hour. If Rosemary MacLeod and her 
media mates (who almost certainly earn way more than $12.50 per 
hour) are so concerned about the working poor in this country, let's 
see them supporting Unite Union’s petition for an increase in the 
minimum wage. 

Just a couple of weeks after the media frenzy about beneficiaries 
living high on the hog, we had the spectacle of the Telethon raising 
funds for kids who go to school without lunch, shoes or raincoats. 
The cause, and the generosity of ordinary people who donated to it, 
was justifiably praised in the media.But exactly where do they think 
these kids come from? How could it be that thousands of kids go to 
school hungry and underclothed when the government is so generous 
in the amount of benefits paid to their families? Could it be that the 
government is more generous to the real bludgers — the financiers 
and corporate crooks who created the recession that's forcing more 
families into poverty every day? 


BRONWEN BEECHEY 
Auckland 
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Getting to work 


The Herald reports that South Auckland police have been ordered 
by the bosses to ignore workers' traffic infringements on their com- 
mute to work: 


One morning, police blitzed drivers in South Auckland, 
confiscating unwarranted vehicles and booking unlicensed 
drivers. Within minutes employers in the area began getting 
phone calls, typically: “I can't get to work today — police 
have taken my car.” Politicians in Wellington soon got in 
on the act and the coppers on the ground were told: Back 
off! Confiscated cars were returned; unlicensed drivers 
warned; fines put in the too-hard basket. 


This goes to show two things: 


1 Capitalists are happy to bend the laws when it suits their self 
interest (proving that corruption is endemic to capitalism); 

2 South Auckland's majority wage slaves are only considered 
worthy of ministerial attention when they don't show up for 
work. 


How about this: instead of terrorising these low paid workers trying to 
make a living, pay them enough that they don't have to drive wrecks 
just to get to work? Or alternatively, how about some free quality 
public transport? 

No doubt these officers will be working more weekends and after 
hours, targeting South Auckland drivers on their way to church. Or 
maybe they will disrupt a rare family outing to the beach or park by 
confiscating their car, dumping them on the street and making them 
walk home. 

Just don't disrupt the capitalist system. YOU HAVE BEEN 
TOLD!! 


PAT O'DEA 
Auckland 
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We don’t want you to die, but... 
we’ve all got to go sometime! 


You can live on by making a 
bequest to Socialist Worker 


Since Socialist Worker is not an 
incorporated society, there is only one way 
of making a Marxist bequest in your will 
that will stand up in capitalism’s courts. 
You need to write a clause in your will in 
favour of The Espal Society Incorporated, 
an investment arm of Socialist Worker’s 
elected leadership, the central committee. 
The Espal Society Inc’s details are: 

c/- Socialist Centre, 

86 Princes St, Onehunga, Auckland. 
socialist-worker@pl.net 
The Espal Society Inc’s management 
committee is always the central committee 
of Socialist Worker. This is a legal avenue 
for your assets to keep on working for 
socialism after you no longer can. 
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Profit, the fuel of capitalism, flows from the dual exploitation 

of labour and nature. Workers collectively create a vast surplus 

which is monopolised by the tiny elite who run the economy and 
the state. Out of this systemic exploitation of the many by the few grow 
all of capitalism’s inequalities, oppressions, crises, wars and alienations. 
Marxists stand for full union rights, including the unrestricted right to 
strike. Rebuilding the union movement around a strategy of workers 
power is central to challenging bosses’ power, which tramples on our 
birthright, our freedom, our humanity, our habitat and our future. 
Socialists aim to get rid of class divisions by building a global democracy 
of free producers with common property rights. 


4 Workers power, not bosses power 


Under capitalism, democracy is extremely restricted. Corporate 

bosses make most economic decisions, which impact on every 

other sphere of society. Top administrators, judges, military 
officers, police commanders and other state bureaucrats are not elected, 
and to a large and growing extent are outside the control of elected 
politicians. But it doesn’t have to be this way. Today in Venezuela, the 
election of president Hugo Chavez on a platform of “21st century 
socialism” is interacting with a quickening revolutionary process. The 
empowerment of communal councils and other organisations of popular 
governance is seen as critical by Venezuela’s socialists. Such a process 
also took off with the 1917 socialist revolution in Russia, but economic 
ruination and imperialist encirclement soon shattered its working class 
foundations. As workers councils fell apart in the Soviet Union, the 
vacuum was filled by Stalin’s party bureaucrats, who formed a new ruling 
class during the 1920s and veered onto a state capitalist course. Russia and 
Venezuela show that organisations of mass democracy are vital to creating 


2 Democratic state, not bureaucratic state 
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a sustainable alternative to capitalism. Marxists stand for the taking 
of state power by elected assemblies of workers and other grassroots 
delegates, with no special privileges and recallable at any time. History 
shows that only such democratic assemblies can give direct expression to 
workers power. We can begin by introducing a similar spirit of democracy 
into every workers organisation in Aotearoa, especially our unions. 


Planning for people, not profit 

Global market competition makes rational planning impossible. 

Capitalism’s “logic” of profit maximisation and wealth 

accumulation fuels the market-driven insanity of imperial wars, 

economic crises and climate chaos. Marxists stand for a socialist 
world where democratic associations of producers plan the economy in 
the interests of all humanity and other species we share the planet with. 
The production and distribution of social goods and services should 
be determined by democratic assemblies, not market forces. Strategic 
economic assets vital to community well-being, such as power, telecoms, 
water, healthcare, education, transport and large-scale manufacturing, 
need to be under public control. As a first step, the privatisations of 
recent decades must be reversed. An expansion of public services should 
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be funded by taxing corporate bosses and other members of the wealthy 
elite, who owe a massive debt to the working class exploited since the 
birth of capitalism. 


System change, not climate change 

Capitalism’s obsession with private profit is literally costing 

us the earth. Climate change and interlinked forms of nature’s 

spoilation, like species extinction, ecosystem pollution and 
resource depletion, threaten humanity with barbarism or oblivion. Unless 
industrial nations reduce their greenhouse gas emissions by something 
like 90% over the next few decades, climate chaos may make our world 
uninhabitable. Capitalism’s embrace of carbon trading will give the 
market, the main driver of global warming, even more extreme powers 
over the fate of humanity. Marxists stand for a socialist world where 
capitalism’s many wasteful and polluting industries are made redundant 
by the absence of money, the market and ruling elites. For starters, free and 
frequent public transit should serve urban areas, longhaul trucking should 
be replaced by state-run electric rail and coastal shipping, a methane tax 
should fund reductions to New Zealand’s worst greenhouse gas, and coal 
for export should be banned. 


Human solidarity, not imperial divisions 

Rivalry between the world’s competing ruling classes 

“spontaneously” generates divisions of nationality, ethnicity and 

religion. These class-created divisions are often exploited for 
military purposes when “normal” economic and diplomatic competition 
among capitalism’s rivals heats up into shooting wars. Nationalistic hatred, 
racist scapegoating and religious bigotry are fanned by warring states to 
mobilise their home population behind their imperial ambitions. This 
has been taken to an extreme in Washington’s falsely named War On 
Terror. The overarching objective is to compensate for America’s relative 
economic decline through the US state’s more aggressive projection 
of global military superiority, crushing weak nations and pressuring 
rival powers. The US ruling class is resorting to high-risk terrorism in a 
mad campaign to bend the world to its will. US president George Bush 
has called for a “war without end”. Washington has rewritten its rules 
of warfare to legalise nuclear first strikes, bringing the world closer to 
nuclear holocaust than ever before. Muslims are demonised, dehumanised 
and destroyed by the US state and its allies in a vile strategy of divide- 
and-conquer. Marxists stand for human solidarity in the face of imperial 
divisions. We should build the broadest possible alliance against the US 
rogue state and other capitalist warmakers. An important message to take 
into the peace movement is the need to confront capitalism’s twin engines 
of war: the state and the market. Behind each state’s war machine stand 
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the corporate bosses whose drive for profit is the fuel feeding the flames. 
Creating a socialist alternative to the market rips up the roots of war. 


Human freedom, not capitalism’s oppressions 

The history of capitalism is marked by the systemic oppression 

of indigenous peoples, workers, ethnic minorities, women and 

non-heterosexuals. Capitalism in New Zealand was born out 
of the colonial takeover of collectivised Maori land by armed forces, 
market forces and political pressures, forcing tangata whenua to the 
bottom of the social heap where most remain to this day. The colonial 
state inflated the price of alienated Maori land to lock most immigrants 
into the lowly status of workers, who to this day suffer from massive 
political discrimination in areas as diverse as industrial relations, tax law, 
parliamentary representation, state appointments and official history. 
Ethnic minorities in New Zealand have been savaged by waves of state- 
sponsored racism, like the early tax on Chinese immigrants, the “white 
European” policies of most of the 20th century, the police dawn raids on 
Pasifika peoples in the 1970s, the “Asian invasion” hysteria whipped up 
by prominent politicians in the 1990s and today’s special laws and police 
spying on Muslims. Capitalism’s drive to reproduce the next generation 
of workers on the cheap created a “family values” system which devalued 
women, whose second-class status to this day is measured by such things 
as lower average pay than men, restrictions on abortion rights and a lack 
of state support for child rearers. The same “family values” scourge also 
hit people who didn’t neatly fit into the heterosexual category, and to 
this day lesbians, gays, bisexuals and transgender people face pervasive 
discrimination despite legal near-equality. Such oppressions foster 
divisions among workers and other grassroots people which play into the 
hands of our rulers, whose system could not survive a united challenge 
from below. Marxists stand for the freedom of all humans, which is the only 
real basis for the freedom of each individual. We support the struggles of 
Maori, workers, ethnic minorities, women and non-heterosexuals for the 
rights, opportunities and liberties routinely denied them by capitalism 
today. 


Maori collectivism, not neo-colonialism 

The British colonialists, at the time of signing Te Tiriti o Waitangi 

in 1840, faced whakaminenga of strong Maori iwi founded on the 

principle of collectivism. While in theory the treaty “guaranteed” 
to Maori their whenua, taonga and tino rangatiratanga, these foundation 
stones of indigenous power were in practice seen as antagonistic to the 
interests of the British empire. The unprovoked invasion of the Waikato 
in the 1860s, along with other colonial wars to seize Maori land, were 
designed to break the back of tino rangatiratanga. Capitalism’s market 
and state could not tolerate peaceful competition from the “beastly 
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communism” of Maori, in the telling phrase of one colonial politician. 
The New Zealand Parliament facilitated the alienation of most Maori 
land. The few acres remaining in the hands of tangata whenua were often 
de-collectivised by laws placing effective power in the hands of tumu 
whakahaere. These boards of trustees made all commercial decisions, 
thus sidelining the hapu or iwi as a whole and striking at the heart of 
Maori collectivism. Despite official predictions that the “natives” would 
die out as a distinct people, however, Maori searched out every channel 
of resistance left open. More than a century of whakataunga, petihana, 
tawheraiti, hikoi, toutohe, mahi poti and other forms of tohenga to historic 
injustices forced governments to start making concessions to Maori 
in the 1980s. But capitalism’s underlying hatred of Maori collectivism 
remains strong. The treaty settlements are designed to empower a 
minority of “corporate warriors”, not the majority of flaxroots Maori. 
As Aotearoa’s version of neo-colonialism, this is fueling divisions within 
the ranks of Maori between the market-driven profiteers and the ohu- 
leaning exploited. Marxists stand on the side of the exploited at the same 
time as we support all Maori calls for treaty compensations and tino 
rangatiratanga. The collectivist heritage of Maori, which is an indigenous 
forerunner of socialism, is a source of strength for all grassroots struggles 
in our land. The history of Aotearoa points to the need for mana hapori 
as a collectivist alternative to capitalism. 


Workers’ internationalism, not corporate globalisation 

The explosion of corporate globalisation since the late 1970s 

has increased market pressures in every corner of the world. 

In rich industrialised countries like New Zealand, the welfare 
state has been hacked back over recent decades while the wealth gap 
between bosses and workers widens into a chasm. Third World nations 
are facing ruinous debt, asset stripping and imperial domination, reducing 
their grassroots to conditions of terrible poverty and often starvation. 
The world’s top 500 multinational corporations are raking in obscene 
profits and taking over “national” businesses in every country, backed 
by powerful states whose military spending alone could solve humanity’s 
most urgent food, water and healthcare needs while funding a global shift 
to clean energy technologies. Corporate globalisation holds the world to 
ransom in order to increase the profits and power of a tiny elite. Marxists 
stand for workers’ internationalism, where the grassroots of every country 
unite in a common struggle for human salvation and ecological sanity. New 
Zealand activists must build closer links with workers in Australia, the 
Pacific and Asia as an antidote to ruling class moves to create a regional 
free trade zone which would increase the power of capital over labour. 
We support independence movements in West Papua and other colonies 
of the Indonesian state, along with people’s resistance to Australian and 
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New Zealand neo-colonialism in East Timor, Papua New Guinea and 
the Solomons. 


New workers’ party, not old Labour 

The world’s old Labour parties are adapting to corporate 

globalisation, not fighting for a grassroots alternative. They are 

shifting away from social democracy, which once demanded 
significant concessions for workers in return for acting as capitalism’s 
“loyal opposition”. They are moving closer to the neo-liberal agenda of 
big business, and their leading bodies are dominated by the new middle 
class rather than union officials. The most apt description of NZ Labour 
today is “social-liberal”. The working class in Aotearoa still casts more 
votes for old Labour than any other party, but the organisational and 
emotional bonds of generations past have long gone. Marxists stand for 
the creation of a new workers’ party which can unite grassroots people 
around a broad left platform and open up the road towards socialism. The 
10-point Workers’ Charter, which has been endorsed by the NZ Council 
of Trade Unions, is based on meeting the needs of grassroots people 
rather than the ruling elite. Further steps towards creating a broad left 
alternative to social-liberalism are being made possible by a revival of 
mass struggles, both here and offshore. When a new workers’ party arises 
and starts to win seats in parliament, this electoral legitimacy will give a 
huge boost to people’s movements against corporate rule. 


Socialist revolution, not reformed capitalism 
4 The space to deliver grassroots reforms through parliament 

alone is being shut down by corporate globalisation. 

Reforms can still be won on the back of mass struggles, 
but they are harder to achieve than in times gone and likely to be 
smaller. No longer do old Labour politicians talk about a “fundamental 
reform of capitalism”, let alone a “peaceful road to socialism”. Marxists 
stand for a revolutionary break with capitalism. History shows that no 
ruling class will ever peacefully hand over economic and state power 
simply because the majority of society have voted against the old order. 
Economic sabotage, military coups and foreign interventions are some of 
the weapons used by corporate elites to stave off grassroots challenges to 
their rule. Overcoming capitalist violence is a decisive stage in the journey 
to socialist democracy. A vital ingredient for success is organic leadership 
from a large Marxist group composed of the best activists in workers 
unions and grassroots coalitions. The centralisation of the capitalist state 
demands a counter-centralisation by the revolutionary movement. As 
workers change the old society, they will change themselves as well, and 
begin to equip themselves to collectively run a new society without bosses 
on top. We call on all non-sectarian activists who want a revolutionary 
break with capitalism to join Socialist Worker. 
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Democratic centralism 

Socialist Worker is organised around the principle of democratic 
centralism. This empowers both the individual and the collective by 
combining socialist debate and centralised action within the wider context 
of Socialist Worker’s connection to the working class. 

Whatever the views of the leadership or the majority of Socialist Worker, 
every member may freely voice opinions inside Socialist Worker’s forums 
which they believe will assist the socialist self-liberation of the working 
class. These ideas may be expressed in a common “platform” with others. 
All members may retain minority opinions and re-state them so long as 
they don’t disrupt Socialist Worker’s practical activities. Socialist Worker 
cannot tolerate any member advocating support for capitalism, a system 
that exploits the majority of society, sparks wars of oppression and 
threatens life on our planet. Socialist Worker’s democracy promotes the 
exchange of opinions needed to advance the cause of socialism. 
Socialist Worker expects all members to carry out the decisions of the 
central committee and the majority vote of their branch even if they 
disagree with them. An exception is where specific conditions make it 
impossible or counter-productive to put Socialist Worker’s decisions into 
effect. Socialist Worker cannot tolerate factionalism, where one or more 
members turn political disputes into a de facto split by sidelining decisions 
of the central committee or other Socialist Worker bodies. Socialist 
Worker’s centralism promotes the disciplined unity of action needed for 
all members to “strike together”, which provides the practice needed to 
evaluate the soundness of decisions and suggest what corrections should 
be made. 

What Socialist Worker says and does must always take account of 
opinions and trends within the working class, the only force capable of 
transforming capitalism into socialism. The working class is the ultimate 
judge of Socialist Worker’s behaviour. Only a dynamic linkage between 
socialists and workers can unify Marxist theory and practice. 
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National conference 

The national conference is Socialist Worker’s supreme decision-making 
body. Convened by the central committee once a year or thereabouts, 
the national conference may make decisions binding on all Socialist 
Worker members. 

As well, special conferences may be convened by decision of the central 
committee or by request of 20% of the membership. A special conference 
has the same powers as a national conference. 

Each branch elects delegates to conference according to a quota set by 
the central committee. In addition, members of the old central committee 
are delegates to conference as of right. 

All delegates have equal rights on the conference floor, and speak and 
vote as they think best without being bound by any mandate from any 
Socialist Worker body. 

Each national conference elects a new central committee by secret ballot. 
The contest is between slates, not individuals. Any delegate may nominate 
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a slate of candidates. The bottom-polling slate drops off in each round of 
voting until a winner emerges. 


Central committee 

Between national conferences the leading body is the central committee, 
which may make decisions binding on all Socialist Worker members. 
Socialist Worker members shall be informed about the essence of central 
committee meetings, including any important split vote. 

The central committee may discipline or expel any Socialist Worker 
member persistently violating democratic centralism. 

Socialist Worker’s national assets are controlled by the central committee. 
It elects the personnel of all subsidiary national posts and bodies, including 
the national executive, which may be given whatever delegated powers 
the central committee decides. 

To promote the advance of new leaders, the central committee may draft 
new committee members up to a maximum of 20% of the total number 
voted in at the last national conference. 

If national conference cannot be held for reasons beyond Socialist 
Worker’s control, the central committee may draft whoever other 
committee members are needed. 


Branches 

A variety of locality and industrial branches are possible depending 
on conditions at the time. Members may start up a new branch after 
authorisation from the central committee. 

All members shall carry out majority decisions of their branch. The 
branch, with agreement from the central committee, may discipline or 
expel any member persistently violating democratic centralism. 

Each branch may elect an executive which is subsidiary to the branch. In 
a region or industry with more than one branch, a combined assembly of 
those members may elect a multi-branch executive. 


Membership 

A member is an individual who accepts Socialist Worker’s constitution, 
agrees with our Marxist politics, pays dues and actively supports the 
collective and its publications. There is no group membership. 

If dues aren’t paid for more than three months, Socialist Worker 
membership may lapse unless special arrangements have been made 
with the national treasurer. 

A member may resign from Socialist Worker at any time without need of 
explanation. Anyone leaving shall return all Socialist Worker documents 
and property. 

All members have the democratic right to express their opinions inside 
Socialist Worker’s forums and make direct representations to the central 
committee. 
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y Contact Socialist Worker 





NORTHLAND WELLINGTON 

Vaughan 021 0415 082 or Grant 021 053 2973 or 
svp!@xtra.co.nz grant_brookes @paradise.net.nz 
AUCKLAND CHRISTCHURCH 

Socialist Centre (09) 634 3984 Don 027 248 4191 or 

organiser @sworker.org.nz dwa @clear.net.nz 

TAURANGA NATIONAL OFFICE 

Tony (07) 544 1859 or socialist-worker @pl.net or 
tonysnell@clear.net.nz www.unityblognz.com 
ROTORUA 


Bernie (07) 345 9853 or 
bernieh @clear.net.nz 
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Post coupon to Socialist Worker, Box 13-685, Auckland. Or else email 
socialist-worker@pl.net or ring the Socialist Centre +64 9 634 3984. 
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